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In  the  District  Court  for  the  District  of  Alaska, 
Second  Judicial  Division 

No.  4180  Civil 

WILL  M.  GILLIS, 

Plaintiff, 

vs. 

MINERS    AND    MERCHANTS    BANK    OF 

ALASKA, 

Defendant. 

COMPLAINT 

Comes  now  the  Plaintiff  herein  and  for  cause  of 

action  alleges: 

I. 

That  the  Plaintiff  Will  M.  Gillis  is  a  resident  of 
the  Territory  of  Alaska,  residing  at  Nome,  in  the 
Second  Judicial  Division,  and  within  the  jurisdic- 
tion of  this  Court. 

II. 

That  the  Defendant  the  Miners  and  Merchants 
Bank  of  Alaska,  is  a  banking  corporation,  engaged 
in  the  business  of  general  banking  at  Nome,  Alaska. 

III. 

That  the  Plaintiff  did  on  the  21st  day  of  March, 
1957,  make  an  assignment  of  contract  to  the  De- 
fendant herein,  a  copy  of  which  is  attached  hereto, 
marked  Exhibit  ''A,"  and  made  a  part  hereof. 

IV. 

That  the  Defendant  did,  while  holding  said  as- 
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signment,  receive  progress  payments  on  said  assign- 
ment in  the  sum  of  Twenty-three  Thousand  Five 
Hundred  Dollars  ($23,500.00),  out  of  which  it  paid 
the  sum  of  Eleven  Thousand  One  Hundred  Fifty- 
four  Dollars  and  Six  Cents  ($11,154.06),  to  them- 
selves for  monies  advanced  and  paid  for  the  benefit 
of  the  Plaintiff  herein. 

V. 

That  the  Defendant  held,  retained  and  converted 
to  its  own  use  the  sum  of  Eleven  Thousand  Two 
Hundred  Twenty-five  Dollars  ($11,225.00). 

VI. 

That  due  and  proper  demand  was  made  for  the 
refund  of  the  said  sum  of  Eleven  Thousand  Two 
Hundred  Twenty-five  Dollars  ($11,225.00)  and  no 
part  thereof  has  been  paid  to  Plaintiff. 

For  a  second  cause  of  action  the  Plaintiff  reiter- 
ates and  realleges  each  and  every  allegation  con- 
tained in  Paragraphs  I,  II,  III,  IV,  V  and  VI  with 
the  same  full  force  and  effect  as  if  fully  set  forth 
herein. 

I. 

That  the  Plaintiff  is  engaged  in  the  general  con- 
tracting business  in  the  Second  Judicial  Division  of 
the  Territory  of  Alaska,  and  the  securing  of  build- 
ing materials  and  supplies  in  said  business  is  de- 
pendent upon,  transportation  by  steamship.  That 
there  are  two  steamers  from  Seattle  to  Nome, 
Alaska,  Plaintiff's  headquarters,  each  year. 
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II, 

That  by  reason  of  Defendant's  refusal  to  pay  to 
Plaintiff  the  said  sum  of  Eleven  Thousand  Two 
Hundred  Twenty-five  Dollars  ($11,225.00)  as  afore- 
said, the  Plaintiff  was  unable  to  order  and  have 
shipped  necessary  building  materials  and  supplies 
on  the  last  steamer  leaving  Seattle,  Washington,  to 
Nome,  Alaska,  in  the  year  of  1957.  That  by  reason 
of  the  Defendant  withholding  the  said  sum  of 
Eleven  Thousand  Two  Hundred  Twenty-five  Dol- 
lars ($11,225.00),  and  converting  the  same  to  its  own 
use  the  Plaintiff  has  been  damaged  in  the  sum  of 
Twenty-five  Thousand  Dollars  ($25,000.00). 

Wherefore  the  Plaintiff  demands  judgment  in  the 
sum  of  Eleven  Thousand  Two  Hundred  Twenty- 
five  Dollars  ($11,225.00),  with  interest,  on  the  first 
cause  of  action  and  damages  in  the  sum  of  Twenty- 
five  Thousand  Dollars  ($25,000.00)  upon  the  second 
cause  of  action,  together  with  Plaintiff's  costs  and 
attorneys'  fees. 

/s/  FRED  D.  CRANE, 

TAYLOR  &  TAYLOR, 

By  /s/  WARREN  A.  TAYLOR, 

Attorneys  for  Plaintiff. 

Duly  verified. 

[Endorsed] :  Filed  November  30,  1957. 
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[Title  of  District  Coui't  and  Cause.] 

DEFENDANT'S  MOTION  TO  DISMISS 
UNDER  RULE  12(b)  (6)  FRCP 

Defendant  moves  to  dismiss  plaintiff's  complaint 
on  the  ground  that  it  fails  to  state  any  claim  upon 
which  relief  can  be  granted. 

The  reasons  for  this  motion  are  specifically  set 
forth  in  the  attached  memorandum  in  support 
thereof. 

Dated:  Dec.  18,  1957. 

/s/  JAMES  A.  VON  DER  HEYDT, 

FAULKNER,  BANFIELD  & 
BOOCHEVER, 

/s/  N.  C.  BANFIELD, 

/s/  JOHN  H.  DIMOND, 

Attorneys  for  Defendant. 

[Endorsed] :  Filed  December  18,  1957. 


[Title  of  District  Court  and  Cause.] 

AMENDED  COMPLAINT 

Comes  Now  the  Plaintiff  herein  and  for  cause  of 
action  alleges: 

I. 

That  the  Plaintiff  Will  M.  Gillis  is  a  resident  of 
the  Territory  of  Alaska,  residing  at  Nome,  in  the 
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Second  Judicial  Division,  and  within  the  jurisdic- 
tion of  this  court. 

II. 
That  the  Defendant  Miners  and  Merchants  Bank 
of  Alaska,  is  a  banking  corporation,  engaged  in  the 
business  of  general  banking  at  Nome,  Alaska. 

III. 

That  the  Plaintiff  did  on  the  21st  day  of  March, 
1957,  make  an  assignment  of  contract  to  the  De- 
fendant herein,  a  copy  of  which  is  attached  hereto, 
marked  "Exhibit  A"  and  made  a  part  hereof. 

IV. 

That  prior  to  the  execution  of  the  assignment 
marked  "Exhibit  A,"  and  at  the  time  of  the  execu- 
tion thereof  the  Defendant  agreed  to  pay  unto  itself 
sums  of  money  equivalent  to  the  advances  to  the 
Plaintiff  under  the  assignment  of  the  contract  and 
the  Defendant  further  agreed  that  any  monies  col- 
lected in  excess  of  the  monies  due  to  the  Defendant 
for  the  advances  under  said  assignment  shall  be 
promptly  remitted  and  paid  to  the  Plaintiff  upon 
the  repayment  of  the  advances  made. 

V. 

The  above-named  Defendant  prior  to  and  at  the 
time  of  the  execution  of  the  said  assignment  agreed 
that  other  than  the  indebtedness  secured  by  the  as- 
signment to  the  Defendant  no  other  claim  or  setoff 
or  debt  should  be  charged  against  the  proceeds  of 
the  said  assignment  and  that  only  the  advances 
made  by  the  Defendant  shall  be  reimbursed  by  vir- 
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tue  of  a  receipt  of  any  money  under  the  assignment 
and  that  any  excess  or  balance  over  and  above  the 
advances  of  the  Defendant  shall  be  paid  to  the 
Plaintiff  immediately  upon  receipt  of  the  proceeds 
under  the  said  assignment. 

VI. 

That  the  Defendant  did,  while  holding  said  as- 
signment, receive  progress  payments  on  said  as- 
signment in  the  sum  of  Twenty-three  Thousand 
Five  Hundred  Dollars  ($23,500.00),  out  of  which  it 
paid  the  sum  of  Eleven  Thousand  One  Hundred 
Fifty-four  Dollars  and  Six  Cents  ($11,154.06),  to 
itself  for  monies  advanced  and  paid  for  the  benefit 
of  the  Plaintif:  herein. 

VII. 

That  in  violation  of  the  agreement  between  the 
parties  and  contrary  to  any  imderstanding  had  the 
Defendant  after  having  reimbursed  itself  the  sum  of 
$11,154.06  without  the  consent  of  the  Plaintiff 
herein  under  some  pretense  of  creating  an  indebted- 
ness which  was  not  contemplated  by  and  between 
the  parties,  misappropriated  and  converted  the  sum 
of  $11,225.00. 

VIII. 

That  the  Defendant  held,  retained  and  converted 
to  its  own  use  the  sum  of  Eleven  Thousand  Two 
Hundred  Twenty-five  Dollars  ($11,225.00). 

IX. 
That  due  and  proper  demand  was  made  for  the 
refimd  of  the  said  sum  of  Eleven  Thousand  Two 
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Hundred  Twenty-five  Dollars   ($11,225.00)   and  no 
part  thereof  has  been  paid  to  Plaintiff. 

For  a  second  cause  of  action  the  Plaintiff  reiter- 
ates and  realleges  each  and  every  allegation  con- 
tained in  Paragraphs  I,  II,  HI,  IV,  V,  VI,  VII, 
VIII  and  IX  with  the  same  full  force  and  effect  as  if 
fully  set  forth  herein. 

I. 

That  the  Plaintiff  is  engaged  in  the  general  con- 
tracting business  in  the  Second  Judicial  Division  of 
the  Territory  of  Alaska,  and  the  securing  of  build- 
ing materials  and  supplies  in  said  business  is  de- 
pendent upon  transportation  by  steamship.  That 
there  are  two  steamers  from  Seattle,  Washington, 
to    Nome,    Alaska,    Plaintiff's    headquarters,    each 

year. 

II. 

That  by  reason  of  the  Defendant's  refusal  to  pay 
to  the  Plaintiff  the  said  sum  of  $11,225.00  as  afore- 
said and  by  reason  of  the  Defendant's  unwarranted 
and  unlawful  retention  of  the  said  sum  of  money, 
the  Plaintiff  was  unable  to  order  and  have  shipped 
necessary  building  materials  and  supplies  on  the 
last  steamer  leaving  Seattle,  Washington,  to  Nome, 
Alaska,  in  the  year  of  1957. 

By  virtue  of  the  conduct  of  the  Defendant  herein 
the  misappropriation  and  conversion  of  the  said 
monies  and  preventing  the  Plaintiff  from  pursuing 
his  business  because  of  the  lack  of  the  accessability 
of  the  fimds  for  materials  and  supplies,  the  Plain- 
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tiff  has  been  damaged  in  the  sum  of  Twenty-five 
Thousand  Dollars  ($25,000.00). 

Wherefore,  the  Plaintiff  demands  judgment  in  the 
sum  of  Eleven  Thousand  Two  Hundred  Twenty-five 
Dollars  ($11,225.00),  with  interest,  on  the  first  cause 
of  action  and  damages  in  the  sum  of  Twenty-five 
Thousand  Dollars  ($25,000.00)  upon  the  second 
cause  of  action,  together  with  Plaintiff's  costs  and 
attorney's  fees. 

/s/  FRED  D.  CRANE, 

TAYLOR  &  TAYLOR, 

By  /s/  WARREN  A.  TAYLOR, 

Attorneys  for  Plaintiff. 


EXHIBIT  A 

Assignment  of  Contract 

The  undersigned,  Will  M.  Gillis  (hereinafter 
called  "Assignor"),  with  his  principal  place  of  busi- 
ness at  Nome,  Alaska,  for  and  in  consideration  of 
the  sum  of  $1.00  and  other  good  and  valuable  con- 
sideration to  him  paid  by  the  Miners  and  Mer- 
chants Bank  of  Nome,  Alaska  (hereinafter  called 
"Bank"),  receipt  whereof  is  hereby  acknowledged, 
does  hereby  transfer,  set  over  and  assign  unto  said 
bank,  its  successors  and  assigns,  any  and  all 
amounts  now  due  or  owing,  or  which  may  hereafter 
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be  or  become  due  or  owing,  or  remain  unpaid  at  any 
time  or  times  by  the  City  of  Nome,  Nome,  Alaska, 
to  Assignor  under  or  pursuant  to  the  terms  of  that 
certain  contract  (and  any  amendments  and  supple- 
ments thereto)  entered  into  by  and  between  the  un- 
dersigned Assignor  and  City  of  Nome,  described 
as  follows: 

That  certain  Agreement,  dated  March  20th,  1957, 
by  and  between  the  City  of  Nome,  Alaska,  a  munici- 
pal corporation  organized  and  existing  under  the 
laws  of  the  Territory  of  Alaska,  and  Will  M.  Clillis 
of  Nome,  Alaska,  by  the  terms  of  which  the  As- 
signor has  agreed  to 

"construct  a  two-room  addition  to  the  present 
old  Nome  public  school  building,  as  per  plans 
before  the  City  Council  of  the  City,  at  its  meet- 
ing of  December  28,  1956,  known  and  identified 
as  Sheet  No.  1,  Nome  Public  School  Building 
proposed  addition,  dated  December  19,  1956, 
and.  Sheet  No.  2,  Nome  Public  School  Building 
proposed  addition,  dated  December  20,  1956." 

has  agreed  to  pay  Assignor  the  sum  of  $41,113.72 
and  the  Undersigned  Assignor  does  hereby  designate 
and  appoint  said  Bank,  its  successors  and  assigns, 
its  true  and  lawful  attorney  or  attorneys,  with 
power  irrevocable,  for  him,  and  in  his  name,  place 
and  stead  to  ask,  demand,  receive,  receipt  and  give 
acquittance  for  any  and  all  amounts  which  may  be- 
come due  or  payable  by  the  City  of  Nome,  Alaska, 
under  said  contract  or  any  amendments  or  supple- 
ments thereto,  and  in  its  discretion  to  file  any  claim 
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or  to  take  any  other  action  or  proceeding,  either  in 
its  own  name,  or  in  the  name  of  the  undersigned, 
or  otherwise,  which  to  said  Bank  or  any  successor 
or  assignee  thereof  may  seem  necessary  or  desirable 
in  order  to  collect  or  enforce  the  payment  of  any 
and  all  amounts  which  may  become  due  or  owing  on 
account  of  said  contract,  or  any  amendments  or  sup- 
plements thereto. 

Assignor  does  hereby  represent  and  warrant  unto 
said  Bank  that  no  payments  have  been  made  on  ac- 
count of  said  contract  except  as  follows :  No  Dollars 
and  that  Assignor  has  not  heretofore  and  will  not 
hereafter  alienate  nor  assign  said  contract  or  any 
right  or  interest  therein  or  thereto. 

The  acceptance  of  this  assignment  by  said  Bank 
shall  not  obligate  it  to  perform  any  duty,  covenant 
or  condition  required  to  be  performed  by  assigTior 
under  and  by  virtue  of  said  contract  or  any  amend- 
ments or  supplements  thereto. 

This  assignment  is  made  and  entered  into  to 
secure  and  provide  for  the  payment  of  any  and  all 
obligations  now  due  or  owing  or  which  may  here- 
after be  or  become  due  or  owing  by  the  undersigned 
Assignor  to  the  Bank. 

In  Witness  Whereof,  the  Assignor  has  caused  this 
instriunent  to  be  duly  executed  this  21st  day  of 
March,  1957. 

/s/  WILL  M.  GILLIS, 

Assignor. 
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The  above  assignment  is  agreed  to  and  accepted 
by  the  City  of  Nome. 


Mayor. 

United  States  of  America, 
Territory  of  Alaska — ss. 

On  this  21st  day  of  March,  1957,  before  me,  the 
undersigned,  a  Notary  Public  in  and  for  the  Terri- 
tory of  Alaska,  duly  (commissioned  and  sworn,  per- 
sonally appeared  Will  M.  Gillis,  to  me  known  to  be 
the  individual  described  in  and  who  executed  the 
within  and  foregoing  instrument,  and  acknowledged 
that  he  signed  the  same  as  his  free  and  voluntary 
act  and  deed,  for  the  uses  and  purposes  therein 
mentioned. 

Witness  my  hand  and  official  seal  hereto  affixed 
the  day  and  year  in  this  certificate  above  written. 

/s/  FRED  D.  CRANE, 

Notary  Public  in  and  for  the 
Territory  of  Alaska. 

My  commission  expires  October  15,  1960. 
[Endorsed] :  Filed  March  17,  1958. 
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[Title  of  District  Court  and  Cause.] 

DEFENDANT'S  ANSWER  TO  PLAINTIFF'S 
AMENDED  COMPLAINT 

Answer  to  First  Cause  of  Action 

1.  Defendant  admits  the  allegations  in  para- 
graphs I,  II,  and  III;  the  allegations  contained  in 
the  first  four  lines  of  paragraph  IV  ending  with 
the  word  '/contract";  and  the  allegations  contained 
in  paragraph  VI. 

2.  Defendant  denies  the  remaining  allegations  in 
paragraph  IV,  and  all  allegations  in  paragraphs  V, 
VII,  VIII  and  IX,  with  the  exception  of  that  por- 
tion of  paragraph  IX  which  states  that  "no  part 
thereof  has  been  paid  to  plaintiff, ' '  which  allegation 
defendant  admits. 

Answer  to  Second  Cause  of  Action 

1.  Defendant  incorporates  herein  by  reference 
paragraphs  1  and  2  of  its  answer  to  plaintiff's  first 
cause  of  action. 

2.  Answering  paragraph  I:  (a)  Defendant  ad- 
mits that  j)laintiff  is  engaged  in  the  general  con- 
tracting business  in  the  Second  Judicial  Division  of 
the  Territory  of  Alaska;  (b)  Defendant  is  without 
knowledge  or  information  sufficient  to  form  a  belief 
as  to  the  truth  of  the  remaining  allegations,  and 
therefore  denies  the  same. 

3.  Defendant  denies  the  allegations  in  para- 
gTaph  II. 
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Affirmative  Defense 

The  second  cause  of  action  in  plaintiff's  amended 
complaint  fails  to  state  any  claim  upon  which  relief 
can  be  granted. 

Defendant's  Counterclaims 

First  Coimterclaim 

1.  At  all  times  mentioned  herein,  Ernest  H. 
Gustafson  and  Robert  H.  Renshaw  were  co-partners 
doing  business  at  Nome,  Alaska,  under  the  name  of 
''North  Star  Bakery."  For  purposes  of  conven- 
ience, these  two  persons  will  hereafter  be  referred 
to  generally  as  "North  Star." 

2.  On  or  about  September  15,  1954,  North  Star 
executed  and  delivered  to  plaintiff  North  Star's 
promissory  note  in  the  principal  sum  of  $19,854.83. 
A  true  copy  of  such  note  is  hereto  annexed,  marked 
Exhibit  No.  1  and  made  a  part  hereof. 

3.  At  the  time  of  the  execution  and  delivery  of 
the  note.  North  Star  executed,  acknowledged  and 
delivered  to  plaintiff  a  second  real  and  chattel 
mortgage,  transferring  and  conveying  to  plaintiff, 
as  security  for  the  indebtedness  represented  by  the 
note,  certain  real  and  personal  property  therein 
described.  The  real  property  consisted  of  all  of  Lot 
7  in,  Block  H  of  the  Townsite  of  Nome,  Alaska,  and 
will  hereafter  be  referred  to  generally  as  the 
"mortgaged  property." 

The  said  mortgage  was  dated  September  15,  1954, 
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and  was  filed  for  record  in  the  office  of  the  Recorder 
for  the  Cape  Nome  Recording  Precinct  on  March 
30,  1955,  as  Instrument  No.  89848. 

4.  The  mortgage  referred  to  in  paragraph  3 
herein  was  subordinate  to  the  lien  of  a  prior  and 
first  real  and  chattel  mortgage  of  the  same  property, 
securing  the  sum  of  $38,000.00,  from  North  Star  to 
defendant.  This  mortgage  was  dated  September  15, 
1954,  and  was  filed  for  record  in  the  office  of  the 
said  Recorder  on  September  15,  1954,  as  Instru- 
ment No.  89669. 

5.  On  or  about  January,  1957,  an  agreement  was 
made  among  plaintiff,  defendant  and  North  Star, 
which  resulted  in  the  following: 

(a)  Plaintilf  agreed  in  writing  to  sell  to  defend- 
ant all  of  plaintiff's  right,  title  and  interest  in  the 
mortgage  referred  to  in  paragraph  3  herein,  in  con- 
sideration of  the  payment  to  plaintiff  of  $15,000.00. 
A  true  copy  of  such  agreement  is  hereto  annexed, 
marked  Exhibit  No.  2  and  made  a  part  hereof. 

(b)  On  or  about  January  30,  1957,  defendant 
paid  to  plaintiff'  the  sum  of  $15,000.00.  At  the  same 
time  and  contemporaneously  with  such  payment, 
plaintiff  executed  and  delivered  to  defendant  the 
former's  assignment  of  all  his  right,  title  and  inter- 
est in  the  mortgage  referred  to  in  paragraph  3 
herein,  and  also  acknowledged  receipt  of  the  pay- 
ment of  $15,000.00.  A  true  copy  of  such  assignment 
is  hereto  annexed,  marked  Exhibit  No.  3  and  made 
a  part  hereof. 
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In  addition,  plaintiff  executed  and  delivered  to 
North  Star  plaintiff's  release  of  the  mortgage  re- 
ferred to  in  paragraph  3  herein.  Such  release,  en- 
titled ''Satisfaction  of  Second  Real  and  Chattel 
Mortgage,"  was  filed  for  record  on  January  31, 
1957,  in  the  office  of  the  Recorder  for  the  Cape 
Nome  Recording  Precinct,  as  Instrument  No.  90533. 
A  true  and  correct  copy  of  such  Satisfaction  of 
Second  Real  and  Chattel  Mortgage  is  hereto  an- 
nexed, marked  Exhibit  No.  4  and  made  a  part 
hereof. 

(c)     The  said  payment  of  $15,000.00  made  by  de- 
fendant   to    plaintiff    constituted    a    loan    in    that 
amount  from  defendant  to  North  Star,  to  be  added 
to  the  balance  of  North  Star's  original  indebted- 
ness   to    defendant    referred    to    in    paragTaph    4 
herein.  Consequently,  at  this  same  time  North  Star 
executed  and  delivered  to  defendant  the  former's 
promissory  note  in  the  principal  sum  of  $110,000.00, 
together  with  a  conveyance  and  transfer  to  defend- 
ant of  the  mortgaged  property  as  a  mortgage  and  as 
security   for   such   loan   of   $110,000.00.    This    new 
mortgage,   dated   January   22,   1957,   was   filed   for 
record  in  the  office  of  the  said  Recorder  on  January 
25,  1957,  as  Instrument  No.  90525,  and  recorded  in 
Volume  237  of  Mortgages  at  pp.  25-30. 

(d)  Since  the  purpose  of  the  new  mortgage  was 
to  secure  the  total  indebtedness  from  North  Star  to 
defendant  after  the  loan  of  the  said  $15,000.00,  the 
mortgage  from  North  Star  to  defendant  referred  to 
in  paragraph  4  herein  was  released  by  defendant  by 


18  WillM.Gillisvs, 

way  of  the  execution,  acknowledgment  and  delivery 
by  defendant  to  North  Star  of  an  instrument  en- 
titled ''Satisfaction  of  Real  and  Chattel  Mortgage." 
This  instrument  was  dated  January  30,  1957,  and 
was  filed  for  record  in  the  office  of  the  said  Recorder 
on  January  31,  1957,  as  Instrument  No.  90530. 

6.  In  the  civil  action  entitled  Joseph  Wallace  vs. 
Will  M.  Gillis,  No.  4107,  in  this  court,  a  writ  of  at- 
tachment was  issued  on  May  5,  1956.  On  May  15, 
1956,  under  the  authority  of  said  writ,  the  United 
States  Marshal  at  Nome  seized  and  took  into  his 
possession  from  plaintiff  the  promissory  note  (Ex- 
hibit No.  1). 

7.  At  the  time  that  plaintiff  received  from  de- 
fendant the  said  sum  of  $15,000.00,  in  full  payment 
of  the  promissory  note,  plaintiff  knew  that  the  note 
was  not  in  his  possession,  but  had  been  attached  by 
the  United  States  Marshal;  and  plaintiff  inten- 
tionally withheld  and  kept  such  facts  from  the 
knowledge  of  defendant  and  North  Star  for  the 
purpose  of  obtaining  the  said  payment  of  $15,000.00. 
Neither  defendant  nor  North  Star  were  aware  that 
the  note  was  not  in  plaintiff's  possession  or  that  he 
did  not  have  the  right  to  possession  of  the  same; 
and  if  they  had  had  such  knowledge,  neither  defend- 
ant nor  North  Star  would  have  paid  to  plaintiff  the 
said  sum  of  $15,000.00  or  any  other  amount. 

8.  In  the  said  civil  action  of  Wallace  vs.  Gillis, 
No.  4107,  judgment  was  entered  by  this  court  on 
April  25,  1957.  Among  other  things,  the  judgment 
provided  as  follows: 
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''It  Is  Further  Ordered,  Adjudged  and  Decreed, 
that  the  U.  S.  Marshal  at  Nome,  Alaska,  sell,  at 
public  auction,  that  certain  promissory  note  exe- 
cuted by  Ernest  H.  Grustafson  and  Robert  H.  Ren- 
shaw,  d/b/a  North  Star  Bakery,  in  favor  of  defend- 
ant for  the  sum  of  Nineteen  Thousand  Eight  Him- 
dred  Fifty-four  and  83/100's  ($19,854.83)  Dollars, 
now  in  the  possession  of  the  said  Marshal  and  the 
same  hereby  is   ordered   sold   in   accordance   with 
law,  together  with  all  of  the  interest  of  the  said  de- 
fendant in  and  to  Lot  Seven  (7)  of  Block  'H'  of 
the  Townsite  of  Nome,  Alaska,  by  reason  of  that 
certain  real  and  chattel  mortgage  securing  said  debt, 
recorded  in  the  office  of  the  U.  S.  Commissioner  of 
the  Cape  Nome  Precinct,  Second  Division,  Alaska, 
as  instrument  No.  89,849,  and  that  a  good  and  suf- 
ficient title  to  the  said  instrument  and  property  be 
executed  and  delivered  by  the  said  U.  S.  Marshal 
to  the  purchaser  thereof." 

9.  Execution  was  issued  by  this  court  on  the  said 
judgment  and  pursuant  thereto,  the  United  States 
Marshal,  on  or  about  June  18,  1957,  gave  public 
notice  in  writing  that  on  June  28,  1957,  he  would 
sell  at  public  auction,  to  the  highest  and  best  bidder, 
the  following: 

' '  That  certain  promissory  note  executed  by  Ernest 
H.  Custafson  and  Robert  H.  Renshaw,  dba  North 
Star  Bakery,  in  favor  of  the  defendant  herein  for 
the  sum  of  $19,854.83/100,  said  note  then  being  in 
possession  of  the  United  States  Marshal  for  the 
Second  Division,  District  of  Alaska;  together  with 
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all  of  the  interest  of  the  said  defendant  in  and  to 
Lot  Seven  (7),  of  Block  ^H'  of  the  Townsite  of 
Nome,  Alaska,  by  reason  of  that  certain  real  and 
chattel  mortgage  securing  said  debt,  recorded  in  the 
office  of  the  U.  S.  Commissioner  of  the  Cape  Nome 
Precinct,  Second  Division  of  Alaska  as  Instrument 
No.  89,849." 

A  true  copy  of  said  Notice  of  Marshal's  Sale  is 
hereto  annexed,  marked  Exhibit  No.  3a  and  made  a 
part  hereof. 

10.  After  it  was  brought  to  the  notice  and 
knowledge  of  defendant  and  North  Star  that  North 
Star's  promissory  note  to  plaintiff  had  been  at- 
tached and  was  in  the  hands  of  the  United  States 
Marshal  at  the  time  that  plaintiff  had  been  paid  the 
$15,000.00,  defendant  and  North  Star  promptly  de- 
manded that  plaintiff  take  action  to  protect  defend- 
ant and  North  Star  against  liability  on  said  note — 
which  liability  could  then  have  been  enforced  either 
by  a  holder  in  due  course  of  said  note  or  by  a  trans- 
feree of  such  holder.  Despite  such  demands,  plain- 
tiff failed  and  refused  to  take  any  such  action. 

11.  On  or  about  June  26,  1957,  North  Star  filed 
with  the  Marshal  a  third  party  claim,  alleging  own- 
ership of  the  note  and  setting  forth  the  recorded 
release  and  satisfaction  of  the  mortgage  referred  to 
in  paragraph  3  (Exhibit  No.  4).  A  true  copy  of 
such  third  party  claim  is  annexed  hereto,  marked 
Exhibit  No.  5  and  made  a  part  hereof. 

12.  Wallace,  the  judgment  creditor  of  plaintiff, 
then  posted  bond  to  protect  the  Marshal  against 
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such  third  party  claim,  and  on  or  about  June  29, 
1957,  the  United  States  Marshal  conducted  his  sale 
under  the  above-mentioned  writ  of  execution  and 
pursuant  to  said  notice  of  sale.  Wallace  was  the 
successful  bidder  at  the  sale,  and  for  the  sum  of 
$11,225.00  purchased  from  the  Marshal  the  follow- 
ing: 

(a)  The  promissory  note  (Exhibit  No.  1). 

(b)  All  of  the  interest  of  plaintiff  in  and  to  Lot 
7  of  Block  H  of  the  Townsite  of  Nome,  Alaska. 

A  return  of  such  sale  is  contained  in  an  instru- 
ment entitled  "Assignment  and  Bill  of  Sale"  and 
executed  by  the  United  States  Marshal  for  the  Sec- 
ond Judicial  Division  of  Alaska.  A  true  copy  of 
said  Assignment  and  Bill  of  Sale  is  hereto  annexed, 
marked  Exhilnt  No.  6  and  made  a  part  hereof. 

13.  Following  the  sale  referred  to  above,  defend- 
ant and  North  Star  were  notified  by  Wallace, 
through  his  attorney,  that  Wallace  intended  to  sell 
the  note  to  a  third  party;  and  that  unless  defend- 
ant and  North  Star  took  immediate  steps  to  redeem 
said  note,  such  sale  would  be  made.  Again  efforts 
were  made  by  defendant  and  North  Star  to  get 
plaintiff  to  take  action  to  protect  defendant  and 
North  Star  against  liability  on  said  note,  but  plain- 
tiff refused  to  indemnify  defendant  or  North  Star 
or  to  do  anything  to  assume  responsibility  for  pay- 
ment and  discharge  of  such  note. 

14.  On  July  13,  1957,  North  Star  and  defendant 
gave  written  notice  that  they  intended  to  redeem 
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from  Wallace  any  and  all  interest  of  plaintiff  and 
themselves  in  the  promissory  note  and  in  and  to  the 
mortgaged  property.  A  true  copy  of  said  notice  is 
hereby  annexed,  marked  Exhibit  No.  7  and  made  a 
part  hereof. 

15.  On  July  18,  1957,  North  Star  and  defendant 
purchased  and  redeemed  from  Wallace  the  said 
promissory  note,  together  with  all  of  the  right,  title 
and  interest  of  Wallace  in  and  to  the  mortgaged 
property,  as  described  in  the  Marshal's  Assignment 
and  Bill  of  Sale  (Exhibit  No.  6).  Defendant  and 
North  Star  at  this  time  paid  Wallace  the  sum  of 
$11,225.00,  and  he  in  turn  delivered  to  defendant  the 
promissory  note.  A  true  copy  of  Wallace's  Certifi- 
cate of  Redemption  is  hereby  annexed,  marked  Ex- 
hibit No.  8  and  made  a  part  hereof. 

16.  On  or  about  October  7,  1957,  North  Star  in 
Avriting  assigned  to  defendant  all  of  North  Star's 
right  and  interest,  whatever  it  may  be,  in  and  to  an 
existing  right  of  action  against  plaintiff,  based  upon 
the  promissory  note  above  referred  to  which  had 
been  originally  purchased  from  plaintiff  by  de- 
fendant and  North  Star  for  the  sum  of  $15,000.00, 
and  later  redeemed  from  Wallace  for  the  sum  of 
$11,225.00.  A  true  copy  of  said  assignment  is  hereto 
annexed,  marked  Exhibit  No.  9  and  made  a  part 
hereof. 

17.  The  payment  of  the  said  sum  of  $15,000.00 
made  by  defendant  and  North  Star  to  plaintiff  was 
a  payment  made  under  the  influence  of  mistake,  and 
induced  by  the  failure  of  plaintiff*  to  disclose  to  de- 
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fendant  and  North  Star  that  at  the  time  of  such 
payment  the  promissory  note  had  been  attached  by 
the  United  States  Marshal.  Plaintiff  was  not  en- 
titled to  receive  such  money.  By  reason  of  these 
facts,  and  the  matters  alleged  hereinbefore,  plain- 
tiff received  the  said  sum  of  $15,000.00  which  he,  in 
equity  and  good  conscience,  should  not  retain,  and 
is  obligated  to  repay  and  make  restitution  of  the 
same  to  defendant,  together  with  interest  thereon  at 
the  rate  of  6  per  cent  from  January  30,  1957. 

Second  Counterclaim 

1.  Defendant  realleges  and  incorj^orates  herein 
by  reference  paragraphs  1  through  16  of  its  tirst 
counterclaim. 

2.  Wallace,  the  judgment  creditor  of  plaintiff, 
at  the  time  of  the  aforesaid  sale  by  the  Marshal, 
became  a  holder  in  due  course  of  the  promissory 
note.  Such  note,  in  his  hands  or  in  the  hands  of  a 
person  to  whom  he  might  have  negotiated  it,  was 
an  enforceable  obligation  against  North  Star. 

3.  By  reason  of  the  said  sale  by  the  Marshal, 
Wallace  became,  and  any  assignee  or  transferee  of 
his  would  have  become,  the  owner  of  all  of  the  in- 
terest of  plaintiff,  as  mortgagee,  in  and  to  North 
Star's  mortgaged  property,  by  ^drtue  of  the  mort- 
gage from  North  Star  to  plaintiff  referred  to  in 
paragraph  3  of  the  first  counterclaim  herein.  De- 
fendant's interest  in  such  property  as  mortgagee 
under  the  terms  of  the  mortgage  of  September  15, 
1954,  referred  to  in  paragraph  4  of  the  first  counter- 
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claim  herein,  had  been  superior  to  the  said  mortga- 
gee's interest  of  plaintiff.  But,  as  alleged  in  para- 
graph 5  of  the  first  counterclaim  herein,  defendant's 
original  mortgage  of  September  15,  1954,  was  satis- 
fied and  released  by  defendant  because  of  the  mat- 
ters alleged  in  the  said  paragraph  5,  and  the  new 
mortgage  from  North  Star  to  defendant  of  January 
22,  1957,  was  executed,  delivered  and  recorded  sub- 
sequent to  the  execution,  delivery  and  recording 
of  the  said  mortgage  from  North  Star  to  plaintiff. 

By  reason  of  the  levy  of  the  writ  of  attachment  in 
the  Wallace  action  (paragraph  6  of  the  first  counter- 
claim) and  entry  of  the  judgment  in  such  action 
(paragraph  8  of  first  counterclaim),  and  by  reason 
of  the  matters  alleged  in  the  first  paragraph  of  this 
paragraph  3,  the  mortgage  lien  of  defendant  under 
its  mortgage  of  January  22,  1957,  became  jmiior 
and  inferior  to  the  mortgage  lien  of  plaintiff  under 
his  mortgage  of  September  15,  1954. 

4.  In  order  to  protect  itself  and  North  Star 
against  an  enforceable  demand  for  payment  of  the 
promissory  note  sold  by  the  Marshal,  and  in  order 
to  protect  defendant's  mortgage  lien  against  and 
interest  in  the  mortgaged  property,  defendant  was 
compelled  to  pay  Wallace  the  sum  of  $11,225.00  and 
reedem  the  note  and  all  of  plaintiff's  and  Wallace's 
right,  title  and  interest  in  and  to  the  mortgaged 
property  and  the  mortgage  fi*om  North  Star  to 
plaintiff  of  September  15,  1954. 

5.  The  said  payment  of  $11,225.00  in  order  to 
effect  such  redemption  constituted  a  payment  which 
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plaintiff,  in  equity  and  good  conscience,  ought  to 
have  made.  Plaintiff  has  been  unjustly  enriched  at 
the  expense  of  defendant.  Therefore,  defendant  is 
entitled  to  recover  such  payment  of  $11,225.00  from 
plaintiff,  together  with  interest  thereon  at  the  rate 
of  6  per  cent  per  annum  from  July  18,  1957. 

Third  Counterclaim 

1.  Defendant  realleges  and  incorporates  herein 
by  reference  paragraphs  1  through  16  of  its  first 
coimterclaim,  and  paragraphs  2  and  3  of  defend- 
ant's second  coimterclaim. 

2.  The  payment  of  the  sum  of  $11,225.00,  which 
defendant  was  compelled  to  make  by  reason  of  the 
circumstances  hereinbefore  stated,  constituted  a 
partial  payment  of  Wallace's  judgment  against 
plaintiff,  which  payment  constituted  the  primary 
obligation  of  plaintiff. 

3.  By  reason  of  the  foregoing,  defendant  became 
subrogated  to  all  of  Wallace's  rights  and  claims 
against  plaintiff  in  respect  to  the  said  judgment 
which  Wallace  had  obtained  against  plaintiff',  to  the 
extent  of  $11,225.00.  Therefore,  by  virtue  of  such 
right  of  subrogation,  defendant  has  the  right  to  en- 
force said  judgment  against  plaintiff  and  is  entitled 
to  recover  from  plaintiff  the  said  sum  of  $11,225.00, 
together  with  interest  thereon  at  the  rate  of  6  per 
cent  per  annum  from  July  18,  1957. 

Wherefore,  defendant  prays  as  follows: 

1.  For  judgment  against  plaintiff*,  in  the  alterna- 
tive, as  follows : 


26  Will  M.  Gillis  vs. 

(a)  On  defendant's  first  counterclaim,  in  the 
amount  of  $15,000.00,  together  with  interest  thereon 
at  the  rate  of  6%  per  annum  from  January  30, 
1957. 

(b)  On  defendant's  second  counterclaim,  in  the 
amount  of  $11,225.00,  together  with  interest  thereon 
at  the  rate  of  6  per  cent  per  annum  from  July  18, 
1957. 

(c)  On  defendant's  third  counterclaim,  in  the 
amount  of  $11,225.00,  together  with  interest  thereon 
at  the  rate  of  6  per  cent  per  annum  from  July  18, 
1957. 

2.  For  judgment  against  plaintiff  for  defend- 
ant's costs,  including  attorneys'  fees  in  the  amount 
of  $1,200.00. 

3.  That  plaintiff's  complaint  be  dismissed  with 
prejudice. 

Dated:  April  19,  1958. 

/s/  JAMES  A.  VON  DER  HEYDT, 

FAULKNER,  BANFIELD  & 
BOOCHEVER, 

/s/  JOHN  H.  DIMOND, 

Attorneys  for  Defendant. 

Two  copies  received  this  14th  day  of  April,  1958 

/s/  FRED  D.  CRANE, 

Of  Attorneys  for  Plaintiff. 
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EXHIBIT  No.  1 

Installment  Promissory  Note 
$19,854.83 

Nome,  Alaska, 

September  15,  1954. 

For  Value  Received,  we  promise  to  pay  to  Will  M. 
Gillis,  of  Nome,  Alaska,  or  order,  the  sum  of  Nine- 
teen Thousand  Eight  Hundred  Fifty-four  Dollars 
and  Eighty-three  Cents  ($19,854.83),  with  interest 
thereon  from  date  until  paid  at  the  rate  of  eight 
per  cent  (8%)  per  annum,  in  the  manner  following, 
that  is  to  say: 

In  thirty-nine  instalhnents  of  Five  Hundred  Dol- 
lars ($500.00)  each,  and  one  final  installment  of 
Three  Hundred  Fifty-four  Dollars  and  Eighty-three 
Cents  ($354.83),  the  first  of  said  installments  to  be 
paid  on  the  15th  day  of  September,  1957,  without 
grace,  together  with  interest  then  due,  and  a  like 
installment  on  the  15th  day  of  each  and  every 
month  thereafter,  without  grace,  until  the  whole  of 
said  principal  sum  has  been  paid,  together  with  in- 
terest as  above  specified,  which  said  interest  shall 
be  paid  monthly  from  date  until  the  full  principal 
sum  has  been  paid  by  installments  as  above  set 
forth. 

Principal  and  interest  are  payable  only  in  legal 
monies  of  the  United  States  of  America  and  in  the 
event  of  a  suit  to  enforce  the  collection  of  this  note, 
or  any  portion  thereof,  we  further  agree  to  pay  a 
reasonable  attorney  fee  in  said  suit. 
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Promisors  tender  and  deliver  this  promissory  note 
as  full  settlement  of  any  and  all  claims  and  in- 
debtedness of  whatever  nature  which  is  due  and 
owing  the  promisee  above  named  as  of  the  date 
hereof,  and  said  promisee  accepts  delivery  of  this 
said  note  as  such  full  settlement. 

This  installment  note  is  secured  by  a  second  real 
and  chattel  mortgage. 

/s/  ERNEST  H.  GUSTAFSON, 

/s/  ROBERT  H.  RENSHAW, 

Co-partners,  d/b/a  North 

Star  Bakery,  Nome  Alaska. 
(Single  page.) 

EXHIBIT  No.  2 

Agreement  to  Sell 

I,  hereby  agTee  to  sell  all  of  my  right,  title  and 
interest  in  that  certain  Second  Mortgage  in  the 
name  of  Ernest  H.  Gustafson  and  Robert  H.  Ren- 
shaw  covering  property  known  as  the  North  Star 
Bakery,  to  the  Miners  and  Merchants  Bank  of 
Alaska. 

The  above-mentioned  mortgage  was  dated  March 
3,  1955  in  the  original  amoimt  of  nineteen  thousand 
eight  hundred  fifty-four  dollars  and  eighty-three 
cents  ($19,854.83)  and  I  agree  to  sell  this  mortgage 
to  the  Miners  and  Merchants  Bank  of  Alaska  for 
fifteen  thousand  dollars  ($15,000.00). 

Dated  this  21st  day  of  Jan.,  1957. 

/s/  WILL  M.  GILLIS. 
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EXHIBIT  No.  3 

Assignment 

For  value  received  in  the  amount  of  Fifteen 
thousand  dollars  ($15,000.00),  I  hereby  assign,  sell 
and  deliver  to  the  Miners  and  Merchants  Bank  of 
Alaska  all  my  rights,  title  and  interest  in  that  cer- 
tain Second  Real  and  Chattel  Mortgage  I  hold  in 
the  name  of  Ernest  H.  Gustafson  and  Robert  H. 
Renshaw  doing  business  under  the  name  of  North 
Star  Bakery,  further  described  as  follows : 

All  of  Lot  Seven  (7)  in  Block  ''H"  in  the 
City  of  Nome,  together  with  all  improvements 
thereon,  all  building  materials  to  be  used  from 
Polet's  store  on  East  Front  Street.  Also,  all 
bakery  equipment  and  restaurant  furnishings, 
as  well  as  all  supplies  belonging  to  North  Star 
Bakery.  Promissory  note  attached  in  the  amount 
of  $19,854.83  drawing  interest  at  8%.  Payments 
to  be  made  in  thirty-nine  (39)  installments  of 
$500.00  each,  dated  September  15,  1954,  and 
executed  by  Ernest  H.  Gustafson  and  Robert 
H.  Renshaw  and  filed  in  the  office  of  the  United 
States  Commissioner  of  the  Cape  Nome  Record- 
ing District,  Nome,  Alaska  as  Instrument  No. 
89848,  Volume  229  on  Page  199. 

This  agreement  also  constitutes  a  receipt  for  the 
above-mentioned  Fifteen  thousand  dollars  ($15,- 
000.00)  which  satisfies  the  above-mentioned  Second 
Real  and  Chattel  Mortgage. 

/s/  WILL  M.  GILLIS. 
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On  this  30th  day  of  January,  1957,  before  the 
undersigned,  a  Notary  Public  in  and  for  the  Terri- 
tory of  Alaska,  personall}^  appeared  Will  M.  Gillis, 
to  me  known  to  be  the  same  identical  person  who 
signed  and  executed  the  same  as  his  free  and  volun- 
tary act  and  deed. 

Witness  my  hand  and  notarial  seal  the  day  and 
year  in  this  certificate  first  above  written. 

[Seal]  , 

Notary  Public  in  and  for  the  Territory  of  Alaska, 
Residing  at  Nome,  Alaska. 

My  commission  expires  November  10,  1960. 


EXHIBIT  No.  3-A 

Form  No.  176 

Notice  of  Marshal's  Sale 

United  States  of  America, 
2nd  District  of  Div — ss. 

Public  notice  is  hereby  given,  that  by  virtue  of  a 
writ  of  Fieri  Facias  (or  execution),  dated  June  4, 
A.  D.  1957,  issued  out  of  the  District  Court  of  the 
ITnited  States  for  the  Second  Division  District  of 
Alaska  on  a  judgment  rendered  in  said  Court,  on 
the  25th  day  of  April  A.  D.  1957,  in  favor  of  Joseph 
Wallace  and  against  Will  M.  Gillis  I  have,  on  this 
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18th  day  of  June,  A.  D.  1957,  levied  upon  the  follow- 
ing described  personal  property,  situated  in  the  City 
of  Nome,  Cape  Nome  Precinct  and  Territory  of 
Alaska,  to  wit: 

That  certain  promissory  note  executed  by 
Ernest  H.  Gustafson  and  Robert  H.  Renshaw, 
d/b/a  North  Star  Bakery,  in  favor  of  defend- 
ant for  the  sum  of  Nineteen  Thousand,  Eight 
Hundred  fifty-four  and  83/100 's  Dollars,  now 
in  possession  of  the  United  States  Marshall  for 
the  Second  Division,  District  of  Alaska,  to- 
gether with  all  of  the  interest  of  the  said  de- 
fendant in  and  to  Lot  Seven  (7)  of  Block  "H" 
of  the  Townsite  of  Nome,  Alaska  by  reason  of 
that  certain  real  and  chattel  mortgage  securing 
said  debt,  recorded  in  the  Office  of  the  U.  S. 
Commissioner  of  the  Cape  Nome  Precinct, 
Second  Division  of  Alaska,  as  instrument  No. 
89,849. 

and  that  I  will,  accordingly,  offer  said  personal 
property  for  sale,  at  public  venude  to  the  highest 
and  best  bidder,  for  cash,  on  the  28th  day  of  June, 
A.D.  1957,  at  10:00  o'clock  a.m.,  at  United  States 
Marshal's  Office,  Room  12,  Post  Office  Building, 
Nome,  Alaska. 

Dated :  June  18th,  A.D.  1957. 

ROBERT  A.  PARRISH, 

Fairbanks,  Alaska, 
Plaintiff's  Attorney. 
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ROBERT  W.  OLIVER, 

U.  S.  Marshal,  2nd  Div.  Dis- 
trict of  Alaska. 

By  /s/  GEORGE  A.  BAYER, 
Chief  Deputy. 


EXHIBIT  No.  4 

Satisfaction  of  Second  Real  and  Chattel  Mortgage 

Know  All  Men  by  These  Presents:  That  the  fol- 
lowing described  property  situated  in  the  Cape 
Nome  Recording  District,  Territory  of  Alaska, 
to  wit : 

All  of  Lot  Seven  (7)  in  Block  ''H"  in  the  City 
of  Nome,  together  with  all  improvements 
thereon,  all  building  materials  to  be  used  from 
Polet's  store  on  East  Front  Street. 

All  bakery  equipment  and  restaurant  furnish- 
ings, as  well  as  all  supplies  belonging  to  the 
North  Star  Bakery 

is  hereby  released  and  discharged  from  the  lien  of 
that  certain  Second  Real  and  Chattel  Mortgage 
dated  September  15,  1954,  made  and  executed  by 
Ernest  H.  Gustaf  son  and  Robert  H.  Renshaw  doing 
business  under  the  name  of  North  Star  Bakery  of 
Nome,  Alaska,  Mortgagors,  to  Will  M.  Gillis,  Mort- 
gagee, and  given  to  secure  the  payment  of  the  in- 
debtedness  e^ddenced   by   that   certain   ])romissory 
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note  in  the  principal  sum  of  Nineteen  thousand 
eight  hundred  fifty-four  dollars  and  eighty-three 
cents  ($19,854.83)  with  interest  at  8%  per  annum, 
dated  September  15,  1954,  and  executed  by  Ernest 
H.  Gustafson  and  Robert  H.  Renshaw  and  filed  in 
the  office  of  the  United  States  Commissioner  of  the 
Cape  Nome  Recording  District,  Nome,  Alaska  as 
Instrument  No.  89848.  Volume  229,  Page  199. 

In  Witness  Whereof,  Will  M.  Gillis  has  executed 
this  instrument  this  30th  day  of  January,  1957. 

Executed  in  the  presence  of : 

/s/  WILL  M.  GILLIS, 

/s/  JAMES  G.  MANNING, 

/s/  BEVERLY  A.  MORGAN. 

Territor}^  of  Alaska,  Second  Division, 
Cape  Nome  Precinct — ss. 

On  this  30th  day  of  January,  1957,  before  the 
undersigned,  a  Notary  Public  in  and  for  the  Terri- 
tory of  Alaska,  personally  appeared  Will  M.  Gillis, 
to  me  known  to  be  the  same  identical  person  who 
signed  and  executed  the  foregoing  Satisfaction  of 
Second  Real  and  Chattel  Mortgage,  and  acknowl- 
edged to  me  that  he  signed  and  executed  the  same 
on  the  day  said  release  bears  date  as  the  free  and 
voluntary  act  and  deed  of  the  Mortgagee,  Will  M. 
Gillis. 
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Witness  my  hand  and  notarial  seal  the  day  and 
year  in  this  certificate  first  above  written. 

[Seal]        /s/  BEVERLY  A.  MORGAN, 
Notary  Public  in  and  for  the  Territory  of  Alaska, 
Residing  in  Nome,  Alaska. 

My  commission  expires  November  10,  1960. 


EXHIBIT  No.  5 

To:  The  United  States  Marshal  for  the  Second 
Judicial  Division  of  the  Territory  of  Alaska, 
or  any  Deputy. 

Third  Party  Claim 

United  States  of  America, 
Territory  of  Alaska — ss. 

Ernest  H.  Gustafson,  being  first  duly  sworn, 
deposes  and  says: 

That  I  am  one  of  the  partners  of  the  partnership 
known  and  doing  business  in  Nome,  Alaska,  as 
North  Star  Bakery,  and  I  make  this  affidavit  in 
good  faith  as  a  third  party  claimant  under  the 
statutes  of  the  Territory  of  Alaska. 

That  the  said  partnership  purchased  in  good  faith 
and  for  a  valuable  consideration  from  Will  M. 
Gillis  of  Nome,  Alaska,  the  then  owner  thereof, 
that  certain  installment  promissory  note  dated  Sep- 
tember 15,  1954,  in  the  principal  siun  of  $19,854.83, 
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and  executed  by  myself  and  Robert  H.  Renshaw, 
Co-partners,  d/b/a  North  Star  Bakery,  Nome, 
Alaska,  and  now  held  by  you  and  noticed  for  sale 
at  10  a.m.  on  the  28th  day  of  June,  1957,  which 
said  note  was  secured  by  a  second  real  and  chattel 
mortgage  of  record  in  the  office  of  the  ex  officio  Re- 
corder for  the  Cape  Nome  Precinct,  Nome,  Alaska. 

That  the  said  note  is  of  the  value  of  Fifteen 
Thousand  Dollars  ($15,000.00),  and  that  its  full  sat- 
isfaction and  the  said  partnership's  right  to  posses- 
sion of  it  is  evidenced  by  the  release  and  satisfaction 
of  second  mortgage,  executed  by  the  said  former 
owner.  Will  M.  Gillis,  and  recorded  in  the  office  of 
the  said  ex  officio  Recorder,  on  the  31st  day  of  Janu- 
ary, 1957,  as  instrument  number  90533. 

That  the  right  of  the  United  States  Marshal  to 
hold  and  execute  upon  said  installment  promissory 
note,  which  is  not  yet  due,  and  which  prior  to  judg- 
ment or  execution  has  been  fully  satisfied  by  the 
makers,  is  hereby  challenged. 

That  the  said  partnership  has  the  right  to  pos- 
session of  the  said  installment  promissory  note. 

/s/  ERNEST  H.  GUSTAFSON. 

Subscribed  and  Sworn  to  before  me  this  26th  day 
of  June,  1957. 

[Seal]        /s/  JAMES  A  VON  DER  HEYDT, 

Notary  Public  for  Alaska. 

My  commission  expires  December  11,  1959. 
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EXHIBIT  No.  6 

Civil  No.  4107 
Ee: 

JOSEPH  WALLACE, 

vs. 
WILL  M.  aiLLIS, 


Plaintife, 


Defendant. 


ASSIGNMENT  AND  BILL  OF  SALE 

I  hereby  certify  that  by  virtue  of  a  Writ  of  Exe- 
cution issued  in  the  above-entitled  case  I  did,  on 
the  29th  day  of  June,  1957,  sell,  at  public  auction,  to 
Joseph  Wallace,  the  plaintiff  in  the  above-entitled 
action:  ''That  certain  promissory  note  executed  by 
Ernest  H.  Gustafson  and  Robert  H.  Renshaw,  d/b/a 
North  Star  Bakery,  in  favor  of  the  defendant 
herein  for  the  sum  of  Nineteen  Thousand  Eight 
Hundred  Fifty-four  and  83/100  Dollars,  said  note 
then  being  in  possession  of  the  United  States 
Marshal  for  the  Second  Division,  District  of 
Alaska ;  together  with  all  of  the  interest  of  the  said 
defendant  in  and  to  Lot  Seven  (7),  of  Block  ^'H'' 
of  the  Townsite  of  Nome,  Alaska,  by  reason  of  that 
certain  real  and  chattel  mortgage  securing  said 
debt,  recorded  in  the  Office  of  the  F.  S.  Com- 
missioner of  the  Cape  Nome  Precinct,  Second 
Division  of  Alaska  as  instrument  No.  89,849." 

Plaintiff's  bid  in  the  amount  of  $11,225.00  being 
the  highest  and  best  bid  received. 
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Provided,  that  said  sale  shall  be  subject  to  re- 
demption as  provided  by  law. 

Dated  at  Nome,  Alaska  this  11th  day  of  June, 
1957. 

ROBERT  W.  OLIVER, 

United    States   Marshal,    2nd 
Division,  District  of  Alaska. 

[Seal]  By  /s/  GEORGE  A.  BAYER, 

Chief  Deputy  Marshal. 


EXHIBIT  No.  7 

Notice 

Notice  is  Hereby  Given  by  the  parties  under- 
signed, Ernest  H.  Gustafson  and  Robert  H.  Ren- 
shaw,  partners,  d/b/a  North  Star  Bakery,  and 
Miners  and  Merchants  Bank  of  Alaska,  Nome, 
Alaska,  that  they  intend  to  redeem  from  Joseph 
Wallace  any  and  all  interest  of  AVill  M.  Gillis  or 
themselves  in  and  to  that  certain  Promissory  Note 
and  interest  in  real  property  more  paii:icularly 
described  as  a  note  in  the  sum  of  Nineteen  Thou- 
sand Eight  Hundred  Fifty-four  and  83/100  ($19,- 
854.83)  Dollars  and  all  of  the  interest  of  the  said 
Will  M.  Gillis  or  themselves  in  and  to  Lot  7  in 
Block  H  of  the  townsite  of  Nome,  Alaska,  which 
said  property  was  sold  by  the  U.  S.  Marshal  of  the 
Second  Division  of  Alaska,  at  Nome,  on  the  29th 
day  of   June,   1957,   upon   a   certain   judgment   of 
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Joseph  Wallace,  Plaintiff,  vs.  Will  M.  Gillis,  De- 
fendant, civil  cause  No.  4107. 

Redemption  is  made  under  and  by  reason  of  the 
following  claims,  to  wit  : 

That  the  redeemers  hereim.der  signed  all  are  junior 
or  senior  lienholders  of  and  to  the  said  property 
and  are  assignors  of  the  interest  of  the  said  Will 
M.  Gillis  in  and  to  the  said  property  and  assignors 
of  that,  certain  real  and  chattel  mortgage  recorded 
in  the  office  of  the  U.  S.  Commissioner  of  the  Cape 
Nome  Precinct,  2nd  Division,  Alaska,  as  instrument 
number  89849  by  reason  of  purchase  and/or  assign- 
ment. 

In  Witness  Whereof,  the  parties  hereto  have 
hereunto  set  their  hands  this  13th  day  of  July,  1957. 

Executed  in  the  presence  of : 

/s/  JAMES  A.  VON  DEE  HEYDT, 
Nome,  Alaska. 

/s/  ERNEST  H.  GUSTAFSON, 

/s/  ROBERT  H.  RENSHAW, 

Partners,  d/b/a  North  Star 
Bakery. 

MINERS    &    MERCHANTS 
BANK  OF  ALASKA, 

By  /s/  JAAIES  G.  MANNING, 

Executive  Vice  President. 
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United  States  of  America, 
TeiTitory  of  Alaska — ss. 

This  Is  to  Certify  that,  before  me,  the  under- 
signed, a  Notary  Public  in  and  for  the  Territory  of 
Alaska,  duly  commissioned  and  sworn,  personally 
appeared  Ernest  H.  Gustaf  son,  Robert  H.  Renshaw, 
partners,  d/b/a  North  Star  Bakery,  and  James  G. 
Manning,  Executive  Vice  President  of  the  Miners 
and  Merchants  Bank  of  Alaska,  Nome,  Alaska,  to 
me  known  personally  and  known  to  be  the  identical 
individuals  named  in  and  who  executed  the  fore- 
going instrument  and  each  acknowledged  to  me  that 
he  did  so  freely  and  voluntarily,  for  the  uses  and 
purposes  therein  mentioned  and  specified. 

In  Witness  Whereof,  I  have  hereunto  set  my 
hand  and  affixed  my  Notarial  Seal  this  13th  day  of 
July,  1957. 

/s/  JAMES  A.  VON  DER  HEYDT, 
Notary  Public  for  Alaska. 

My  commission  expires:  12-11-59. 


EXHIBIT  No.  8 

Certificate  of  Redemption 

Know  all  men  by  these  presents  that  I,  Joseph 
Wallace,  owner  and  holder  of  a  Marshal's  Assign- 
ment and  Bill  of  Sale,  a  copy  of  which  is  attached 
hereto,  do  certify  that  on  this  18th  day  of  July, 
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1957,  I  received  from  Ernest  H.  Gustafson  and 
Robert  H.  Renshaw,  co-partners,  d/b/a  North  Star 
Bakery,  and  Miners  and  Merchants  Bank  of  Nome, 
Alaska,  the  sum  of  Eleven  Thousand  Two  Hundred 
Twenty-Five  ($11,225.00)  Dollars  in  full  redemp- 
tion of  all  the  right,  title  and  interest  of  Joseph 
Wallace  in  and  to  the  property  described  in  the 
Marshal's  Assignment  and  Bill  of  Sale,  a  copy  of 
which  is  attached  hereto,  from  the  sale  thereof  made 
by  the  said  Marshal  on  the  29th  day  of  June,  1957, 
all  of  which  and  the  return  of  said  sale  is  now  on  file 
in  the  office  of  the  Clerk  of  the  District  Court  for 
the  Territory  of  Alaska  for  the  Second  Division, 
Nome,  Alaska;  that  said  redemption  is  made  ac- 
cording to  the  Notice  of  Redemption,  a  copy  of 
which  is  attached  hereto  and  marked  "Exhibit  B." 

Dated  this  18th  day  of  July,  1957. 

/s/  JOSEPH  WALLACE. 


State  of  Washing-ton, 
County  of  King— ss. 

This  Is  to  Certify  that  before  me,  the  under- 
signed, a  Notary  Public  in  and  for  the  State  of 
AVashington,  County  of  King,  duly  commissioned 
and  sworn,  personally  appeared  Joseph  Wallace, 
known  to  me  and  known  to  be  the  identical  indi- 
^^.dual  named  in  and  who  executed  the  foregoing 
instrument,   and   he   acknowledged   to   me   that   h(^ 
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signed  the  same  freely  and  voluntarily  for  the  uses 
and  purposes  therein  mentioned  and  specified. 

In  Witness  Whereof,   I  have  hereunto   set  my 
hand  and  Notarial  Seal  this  18th  day  of  July,  1957. 

[Seal]        /s/  BRADLEY  DALTON, 
Notary  Public  in  &  for  the  State  of  Washington. 
County  of 

My  comm.  expires :  July  21,  1957. 


EXHIBIT  No.  9 

Assignment 

Know  All  Men  by  These  Presents : 

That,  We,  Ernest  H.  Grustafson,  Elizabeth  Gus- 
tafson  and  Robert  H.  Renshaw,  partners,  d/b/a 
North  Star  Bakery,  Nome,  Alaska,  for  and  in  con- 
sideration of  the  sum  of  One  Thousand  Dollars,  and 
other  good  and  valuable  considerations,  the  receipt 
of  which  is  hereby  acknowledged,  and  to  us  paid  and 
delivered  by  the  Miners  and  Merchants  Bank  of 
Alaska,  Nome,  Alaska,  an  Alaskan  banking  corpo- 
ration, do  by  these  presents  sell,  convey  and  assign, 
transfer  and  set  over  unto  the  said  Miners  and  Mer- 
chants Bank  of  Alaska  all  of  our  right  and  interest, 
whatever  such  may  be,  in  and  to  an  existing  right 
of  action  against  Will  M.  Gillis  of  Nome,  Alaska, 
or  Gillis  Construction  Company,  Inc.,  Nome, 
Alaska,  based  upon  a  certain  installment  promissory 
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note  dated  September  15,  1954,  in  the  principal  sum 
of  $19,845.83,  which  said  note  was  purchased  by 
us  and  again  later  redeemed  from  a  judgment 
creditor  of  the  said  Will  M.  Gillis  for  the  redemp- 
tion sum  of  $11,225.00. 

To  Have  and  to  Hold  unto  the  said  Miners  and 
Merchants  Bank  of  Alaska,  Nome,  Alaska,  and  to 
its  assigns  forever. 

In  Witness  Whereof,  we  have  hereunto  set  our 
hands  this  7th  day  of  October,  1957. 

NORTH  STAR  BAKERY, 
A  Partnership, 

By  /s/  EHNEST  H.  GUSTAFSON, 
Partner. 


United  States  of  America, 
Territory  of  Alaska — ss. 

This  is  to  certify  that  on  this  7th  day  of  October, 
1957,  before  me,  the  undersigned,  a  Notary  Public 
in  and  for  the  Territory  of  Alaska,  duly  commis- 
sioned and  sworn,  personally  appeared  Ernest  H. 
Gustafson,  a  partner  of  the  North  Star  Bakery,  a 
partnership,  Nome,  Alaska,  and  to  me  known  to  be 
the  identical  person  named  in  and  who  executed  the 
foregoing  assignment,  and  he  aclaiowl edged  to  me 
that  he  executed  the  same  freely  and  voluntarily 
for  the  said  partnership,  and  for  the  uses  and  pur- 
poses therein  set  forth. 
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In  Witness  Whereof,  I  have  hereunto  set  my 
hand  and  affixed  my  notarial  seal  the  day  and  year 
in  this  certificate  first  above  set  forth. 

[Seal]        /s/  JAMES  A.  VON  DER  HEYDT, 

Notary  Public  for  Alaska, 

My  commission  expires :  

[Endorsed] :  Piled  April  14, 1958. 


[Title  of  District  Court  and  Cause.] 

PLAINTIFF'S  REPLY  TO  DEFENDANT'S 
COUNTER-CLAIM 

In  reply  to  defendant's  first  counter-claim  plain- 
tiff admits,  denies  and  alleges  as  follows: 

1. 

Admits  the  allegations  of  paragraph  1  of  defend- 
ant's first  counter-claim. 

2. 

Admits  the  allegations  of  paragraph  2  of  defend- 
ant's first  counter-claim. 

3. 

Admits  the  allegations  of  paragraph  3  of  defend- 
ant's first  counter-claim. 

4. 

Admits  the  allegations  of  paragraph  4  of  defend- 
ant's first  coimter-claim. 
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5. 

(a)  Admits  the  allegations  of  paragraph  5(a)  of 
defendant's  first  counter-claim. 

(b)  Admits  the  allegations  of  paragraph  5(b)  of 
defendant's  first  counter-claim. 

(c)  (d)  &  (e)  Not  having  sufficient  knowledge 
or  information  upon  which  to  base  a  belief  of  the 
allegations  contained  in  paragraph  5(c),  5(d)  and 
5(e),  plaintiff  denies  the  same. 

6. 

Plaintiff  admits  the  allegations  of  paragraph  6 
of  defendant's  first  coimter-claim. 

7. 

Plaintiff  admits  that  part  of  paragraph  7  of  de- 
fendant's first  counter-claim  which  states,  'Hhe 
plaintiff  knew  that  the  note  was  not  in  his  posses- 
sion, but  had  been  attached  by  the  United  States 
Marshal,"  but  denies  each  and  every  other  allega- 
tion contained  in  said  paragraph  7. 

8. 

Admits  that  the  matters  set  forth  in  paragraph  8, 

are  in  fact  a  part  of  the  judgment  entered  in  the 

case  of  Wallace  vs.  Gillis  on  the  25th  day  of  April, 

1957. 

9. 

Admits  the  allegations  of  paragraph  9  of  defend- 
ant's first  counter-claim. 
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10. 
Denies  each  and  every  allegations  contained  in 
paragraph  10  of  defendant's  first  covmter-claim, 

11. 

Not  having  sufficient  knowledge  and  information 
upon  which  to  base  a  belief  of  the  allegation  con- 
tained in  paragraph  11  of  defendant's  first  counter- 
claim, plaintiff  therefore  denies  the  same. 

12. 

Admits  the  sale  and  Marshal's  "assignment  and 
Bill  of  Sale"  of  the  property  described  in  para- 
graph 12  defendant's  first  counter-claim. 

13. 

Not  having  sufficient  knowledge  or  information 
upon  which  to  base  a  belief  of  the  allegations  of 
l)aragraph  13  of  defendant's  first  counter-claim. 

14. 

Not  having  sufficient  knowledge  and  information 
upon  which  to  base  a  belief  of  the  allegations  of 
paragraph  14  of  defendant's  first  counter-claim, 
plaintiff  therefore  denies  the  same. 

15. 

Not  having  sufficient  knowledge  and  information 
upon  which  to  base  a  belief  of  the  allegations  of 
paragraph  15  of  defendant's  first  counter-claim, 
plaintiff  therefore  denies  the  same. 
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16. 

Not  having  sufficient  knowledge  and  information 
upon  which  to  base  a  belief  of  the  allegation  of 
paragraph  16  of  defendant's  first  counter-claim, 
plaintiff  therefore  denies  the  same. 

17. 

Denies  each  and  every  allegation  of  paragraph 
17  of  defendant's  first  counter-claim. 

Plaintiff's  Reply  to  Defendant's  Second 
Counter-Claim 

1. 

Plaintiff  realleges  and  incorporates  herein  by 
reference  his  replies  to  paragraphs  1  to  16  of  de- 
fendant's first  counter-claim. 

2. 

Denies  the  allegations  contained  in  paragraph  2 
of  defendant's  second  coimter-claim. 

3. 

That  the  allegations  contained  in  paragraph  3 
of  defendant's  second  counter-claim  are  so  indefi- 
nite that  plaintiff  cannot  frame  a  responsive  plead- 
ing thereto,  and  therefore  plaintiff'  denies  the  same. 

4. 

Not  having  sufficient  knowledge  and  information 
upon  which  to  base  a  belief  of  the  allegation  of 
paragraph  4  of  defendant's  second  counter-claim, 
plaintiff  denies  the  same. 
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5. 

Denies  the  allegations  of  paragraph  5  of  defend- 
ant's second  counter-claim. 

Reply  to  Third  Counter-Claim 

1. 

Plaintiff  realleges  and  incorporates  herein  by  ref- 
erence his  replies  to  paragraph  1  to  16  of  defend- 
ant's first  counter-claim  and  paragraphs  2  and  3  of 
defendant's  second  counter-claim. 

2. 

Denies  the  allegations  of  paragraph  2  of  defend- 
ant's third  counter-claim. 

3. 

Denies  the  allegations  of  paragraph  3  of  defend- 
ant's third  counter-claim. 

Wherefore,  having  replied  to  defendant's  first, 
second  and  third  counter-claim,  plaintiif  prays  for 
the  relief  contained  in  plaintiff's  complaint  on  file 
herein. 

FRED  D.  CRANE, 
TAYLOR  &  TAYLOR, 

By  /s/  FRED  D.  CRANE, 
Of  Counsel. 

Receipt  of  copy  acknowledged. 
[Endorsed] :     Filed  May  1,  1958. 


48  Will  M.  Gillis  vs. 

[Title  of  District  Court  and  Cause.] 

DEPOSITION  OF  JAMES  G.  MANNING- 
Nome,  Alaska,  April  5,  1958 

Appearances : 

MR.  JAMES  A.  VON  DER  HEYDT, 

Nome,  Alaska, 

Attorney  for  Defendant. 

Deposition  of  James  G.  Manning,  a  witness  of 
lawful  age,  taken  on  behalf  of  the  defendant,  pur- 
suant to  stipulation  filed  herein,  before  Mary  C. 
Diede,  Official  Court  Reporter  and  Notary  Public 
in  and  for  the  Territory  of  Alaska,  at  2:00  p.m., 
April  5,  1958,  in  the  Federal  Building  at  Nome, 
Alaska.  Mr.  James  A.  von  der  Heydt,  attorney  for 
the  defendant,  appeared  on  behalf  of  the  defendant ; 
Mr.  Fred  D.  Crane,  attorney  for  the  plaintiff,  did 

not  appear. 

Mr.  von  der  Heydt:  At  the  begimiing  of  this 
deposition  I  would  like  to  state  that  I  am  appearing 
on  behalf  of  the  defendant,  Miners  and  Merchants 
Bank,  in  the  taking  of  the  deposition  of  James  G. 
Manning,  and  that  this  deposition  is  taken  on  behalf 
of  the  defendant  pursuant  to  stipulation  of  the 
parties  by  and  through  their  attorneys,  myself  and 
Mr.  Fred  D.  Crane,  which  is  dated  April  3,  1958. 
The  original  signed  copy  of  this  stipulation  has 
been  handed  to  the  Court  Reporter.  Mr.  Crane  has 
stated  that  it  is  not  his  wish  to  be  present  and  tlie 
defendant  has  agreed  to  furnish  him  with  a  copy  of 
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the  deposition.  It  is  also  agreed  and  stipulated  be- 
tween the  parties  that  all  objections  as  to  relevancy 
and  materiality  of  the  questions  will  be  reserved  to 
the  time  of  trial. 

JAMES  a.  MANNING 
being  first  duly  sworn,  on  oath  deposes  and  says 

Direct  Examination 
By  Mr.  von  der  Heydt: 

Q.    Will  you  state  your  name,  please? 

A.     James  G.  Manning. 

Q.     Where  is  your  residence? 

A.     Nome,  Alaska. 

Q.  Do  you  hold  a  position  with  the  Miners  and 
Merchants  Bank  of  Alaska  at  Nome? 

A.     Yes,  I  do. 

Q.     What  is  that  position? 

A.     Executive  Vice  President. 

Q.     How  long  have  you  held  this  position? 

A.     A  year  and  three  months. 

Q.  Just  generally,  Mr.  Manning,  what  are  your 
duties  as  Executive  Vice  President  of  the  Bank — 
first,  let  me  ask  you,  are  you  acquainted  with  Ernest 
H.  Gustafson  and  Robert  H.  Renshaw,  who  operate 
a  partnership  Inisiness  at  Nome,  Alaska,  known  as 
the  North  Star  Bakery?  A.     Yes,  I  am. 

Q.  How  long  have  you  been  acquainted  with 
these  persons? 

A.  Ajjproximately  five  years  slightly,  and  only 
a  year  and  three  months  business-wise. 
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Q.  What  business  dealings,  if  any,  have  you  had 
with  the  North  Star  Bakery  partnership  over  this 
period  of  time,  particularly,  Mr.  Manning,  from  the 
time  of  your  assuming  duties  at  the  Bank  as  Ex- 
ecutive Vice  President? 

A.  They  have  had  a  regular  and  normal  banking 
business  with  us  and  have  been  borrowing  cus- 
tomers. 

Q.  Mr.  Manning,  I  now  hand  you  a  certified 
copy  of  what  appears  to  be  a  certain  real  and 
chattel  mortgage  dated  September  15,  1954,  between 
Ernest  H.  Gustafson  and  Robert  H.  Renshaw,  doing 
business  as  the  North  Star  Bakery,  as  mortgagors, 
and  the  Miners  and  Merchants  Bank  as  mortgagee. 
Can  you  identify  this  instrument  and  if  so,  will  you 
please  state  what  it  is  ? 

(The  instrument  is  first  handed  to  the  Re- 
porter and  marked  as  Exhibit  No.  1  for  Iden- 
tification and  then  handed  to  the  witness.) 

A.  Yes.  This  is  a  real  and  chattel  mortgage 
dated  September  15,  1954,  between  Ernest  H.  Gus- 
tafson and  Robert  H.  Renshaw  doing  business  as 
the  North  Star  Bakery,  and  the  Bank,  in  the 
amount  of  $38,000.00. 

Q.  I  now  hand  Exhibit  No.  1  for  Identification 
to  the  Court  Reporter  and  ask  her— which  the  wit- 
ness has  identified — and  ask  her  to  mark  it  as  Ex- 
hibit No.  1. 

(Exhibit  No.  I  for  Identification  is  thereupon 
marked  as  Exhibit  No.  1.) 
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Q.  This  mortgage  states  that  the  property 
therein  described  was  given  to  the  Bank  as  security 
for  a  loan  from  the  Bank  to  the  North  Star  part- 
nership in  the  amount  of  $38,000.00.  Is  that  correct? 

A.     Yes. 

Q.  Was  such  loan  made  to  the  North  Star  part- 
ners and  if  so,  when? 

A.     What  was  that  question  again? 

Q.  Was  such  loan  made  to  the  North  Star  part- 
ners and  if  so,  when? 

A.  Yes,  it  was  made ;  and  the  date  was  Septem- 
ber 15,  1954. 

Q.  Was  the  mortgage  of  the  property  therein 
described  given  to  the  Bank  by  the  North  Star 
Partners  as  security  for  such  loan? 

A.     Yes,  it  was. 

Q.  Do  you  know  Will  M.  Gills,  the  plaintiff  in 
civil  action  No.  4180,  Gills  v.  Miners  and  Merchants 
Bank?  A.     Yes. 

Q.     How  long  have  you  known  him? 

A.  Approximately  four  or  five  years,  but  had 
not  actual  business  dealings  with  him  until  about  a 
year  and  three  months  ago. 

Q.  Did  you  have  occasion  sometime  in  January, 
1957,  to  meet  or  confer  with  Mr.  Gil  lis,  Mr.  Ren- 
shaw  and  Mr.  Gustafson  on  a  business  matter? 

A.    Yes,  I  did. 

Q.  If  so,  when  and  where  did  this  meeting- 
occur? 

A.  It  would  be  the  latter  part  of  January  in 
the  Bank  office. 
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Q.    And  that  would  be  January,  1957? 

A.     1957,  yes. 

Q.  Mr.  Gills,  Mr.  Renshaw,  Mr.  Gustafson  and 
yourself  were  present?  A.    Yes. 

Q.    What  was  the  purpose  of  this  meeting? 

A.  We  were  discussing  the  refinancing  of  the 
North  Star  obligations  to  the  Bank. 

Q.  At  the  time  of  such  meeting  were  you  aware 
of  the  fact  that  the  North  Star  had  previously  given 
to  Mr.  Gillis  a  second  real  and  chattel  mortgage 
covering  the  same  property  given  as  security  for 
the  Bank's  first  mortgage  of  September  15,  1954? 

A.     Yes,  I  was  aware  of  that. 

Q.  And  the  mortgage  which  has  been  identified 
as  Exhibit  No.  1?  A.    Yes. 

Q.  If  you  recall,  would  you  state  how  the  fact 
of  the  existence  of  this  second  mortgage  came  to 
your  attention? 

A.  I  don't  recall  exactly,  except  when  we  took 
the  steps  to  refinance  the  North  Star  obligations  it 
was  known  to  me  that  the  second  mortgage  must  be 
cleared  up  to  make  our  first  mortgage  a  good  first 

mortgage. 

Q.  Was  not  the  date  of  the  execution  of  the 
second  real  and  chattel  mortgage  of  the  North  Star 
Partnership,  September  15,  1954,  the  same  date  as 
the  mortgage  to  the  Bank  which  is  identified  as 

Exhibit  No.  1? 

A.     I  believe  so — it  was  after  the  date  of  the 

Bank's  first  mortgage. 

Q.    What  was  your  understanding  of  the  relative 
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priorities  between  these  two  mortgages;  that  is,  the 
second  real  and  chattel  mortgage  given  to  Mr.  Gillis 
by  the  North  Star  partners,  and  the  mortgage 
which  is  Exhibit  No.  1,  given  to  the  Bank  by  the 
North  Star? 

A.  I  understood  we  had  a  valid,  a  good  first 
mortgage,  and  that  Mr.  Gillis'  was  a  second  mort- 
gage, junior  to  the  Bank's  obligation. 

Q.  At  the  conference  about  which  you  have  tes- 
tified, which  took  place  late  in  January,  1957,  were 
there  any  agreements  between  and  amongst  the 
y)arties  present? 

A.  Yes.  The  main  purpose  of  that  meeting  was 
to  firm  up  a  verbal  agreement  beforehand  between 
Mr.  Gillis,  the  North  Star  partners  and  the  Bank, 
wherein  he  would  be  willing  to  discoimt  his  second 
mortgage  for  immediate  cash. 

Q.  How  much  money  did  he  agree  to  accept  as 
full  satisfaction  of  his  second  real  and  chattel  mort- 
gage and  note  secured  thereby? 

A.     $15,000.00. 

Q.  And  this  money  was  to  be  paid  to  Mr.  Gillis 
at  that  time  or  very  shortly  thereafter  in  cash? 

A.  At  the  time  the  refinancing  was  completed  on 
the  new  North  Star  loan. 

(An  instrument  is  then  handed  to  the  Re- 
porter and  marked  as  Exhibit  No.  2  for  Iden- 
tification.) 

Q.  I  now  hand  you  an  instrument  which  has 
been   marked   by   the   Court   Reporter   as   Exhibit 
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No.  2  for  Identification,  which  has  been  entitled 
''Agreement  to  Sell"  bearing  the  date  January  21, 
1957,  and  which  appears  to  bear  the  signature  of 
Will  M.  Gillis.  Can  you  identify  this  and  state  what 
it  is? 

A.  Yes.  This  is  an  agreement  by  Mr.  Gillis  to 
sell  his  right,  title  and  interest  in  the  second  mort- 
gage, to  the  Miners  and  Merchants  Bank. 

Q.  Does  this  agreement,  Mr.  Manning,  state  the 
amount  of  money  he  is  willing  to  sell  the  interest 
in  the  second  real  and  chattel  mortgage  for? 

A.  Yes.  The  original  or  unpaid  balance  of  the 
chattel  mortgage  is  $19,854.83,  and  he  is  willing  to 
sell  that  for  $15,000.00  cash. 

Q.  I  now  hand  Exhibit  No.  2  for  Identification 
to  the  Court  Reporter  and  ask  that  it  be  marked 
as  Exhibit  No.  2. 

(Exhibit   No.   2   for   Identification   is   there- 
upon marked  as  Exhibit  No.  2.) 

Q.  Mr.  Manning,  returning  to  Exhibit  No.  2,  do 
you  know  whether  the  signature  on  this  Exhibit  is 
actually  the  signature  of  Mr.  Gillis.^ 

A.    Yes,  it  is. 

Q.  If  so,  will  you  please  state  how  you  know 
this?  A.     I  saw  him  sign  it. 

Q.  What  was  the  occasion,  if  you  know,  for  the 
execution  of  this  instrmnent  by  Mr.  Gillis? 

A.  We  were  ready  to  close  the  new  refinancing 
on  the  new  mortgage  and  this  is  one  of  the  items 
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that  had  to  be  completed  prior  to  the  actual  com- 
pletion of  the  new  financing. 

Q.  Was  this  instrument  executed  by  Mr.  Gillis 
at  the  Bank?  A.     Yes,  it  was. 

Q.  And  he  left  it  there  or  delivered  it  to  you 
there?  A.     He  left  it  there. 

Q.  Was  the  execution  of  this  Exhibit  No.  2  by 
Mr.  Gillis  to  put  in  writing,  as  it  were,  the  verbal 
agreement  of  the  parties?  A.     Yes. 

Q.  And  that  is  the  agreement  to  which  you  have 
jjreviously  testified,  that  he  would  accept  $15,000.00 
for  his  interest  in  the  second  real  and  chattel  mort- 
gage and  the  ]jromissory  note  which  it  secured? 

A.     Yes. 

Q.  In  connection  with  the  agreement  which  has 
been  identified  as  Exhibit  No.  2,  was  any  money 
paid  by  the  Bank  to  Mr.  Gillis?  A.     Yes. 

Q.     How  much  money  was  paid  to  Mr.  Gillis? 

A.     $15,000.00 

Q.     Do  you  remember  when  it  was  paid  ? 

A.  It  would  have  been  a  few  days  after  the 
meeting  in  my  office;  it  would  have  been  paid,  or 
was  paid  when  the  new  mortgage  was  completed 
and  the  moneys  disbursed. 

Q.  And  this  payment  was  made  to  him  in  cash 
as  a  result  of  this  agreement?  A.     Yes,  it  was. 

Q.  Do  you  know  of  your  own  knowledge  that 
Mr.  Gillis  received  this  money?  A.     Yes. 

Q.  As  far  as  you  know,  did  this  payment  to  him 
of  $15,000.00  constitute  full  and  complete  satisfac- 
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tion  of  the  installment  promissory  note  of  the  North 

Star  partners? 

A.  Yes.  It  was  understood  and  agreed  that  he 
was  satisfying  his  second  mortgage  for  that  amount 
of  money. 

Q.  I  now  hand  to  the  Reporter  a  document  en- 
titled "Assignment"  which  I  ask  to  be  marked  as 
Exhibit  No.  3  for  Identification. 

(A  docmnent  entitled  ''Assignment"  is  there- 
upon marked  as  Exhibit  No.  3  for  Identifica- 
tion by  the  Reporter.) 

Q.  Mr.  Manning,  I  now  hand  you  the  document 
entitled  "Assignment,"  Exhibit  No.  3  for  Identi- 
fication, which  bears  the  signature  of  Will  M.  Gills, 
and  which  is  dated  January  30,  1957.  Can  you  iden- 
tify this  instrument  and  if  so,  will  you  please  state 
what  it  is? 

A.  Yes.  This  is  an  assignment  by  Mr.  Gillis  to 
the  Bank  where  he  sells  and  delivers  all  his  right, 
title  and  interest  to  the  second  real  and  chattel 
mortgage  that  he  held  in  the  name  of  Mr.  Gustafson 
and  M]'.  Renshaw,  doing  business  as  the  North  Star 
Bakery. 

(Exhibit    No.    3    for    Identification    is    then 

handed  to  the  Reporter  and  marked  as  Exhibit 

No.  3.) 

Q.     Mr.  Manning,  was  Exhibit  No.  3  signed  in 
your  presence  ?  As  far  as  you  can  recall  ? 
A.    Yes,  it  was. 
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Q.  And  was  this  also  signed  in  connection  with 
the  agreement  of  Mr.  Gillis  to  accept  $15,000.00  in 
cash  for  the  property  described  in  the  assignment? 

A.     Yes. 

Q.  And  did  not  Mr.  Gillis  deliver  this  assign- 
ment to  the  Bank?  A.     Yes,  he  did. 

Q.  At  the  time  the  $15,000.00  payment  was  made 
to  Mr.  Gillis,  was  any  agreement  made  between  the 
North  Star  partnership  and  the  Bank  with  respect 
to  this  payment? 

A.  I  am  not  sure  of  the  meaning  of  that  ques- 
tion, but  the  North  Star  agreed  to  pay  the  amount 
of  money  out  of  the  proceeds  of  the  new  loan. 

Q.  Then  the  payment  to  Mr.  Gillis  of  the  $15,- 
000.00  constituted  a  loan  from  Bank  to  the  North 
Star  partnership?  A.     Yes,  it  did. 

Q.  And  it  was  a  part  of  the  entire  refinanced 
loan  to  the  North  Star  partnership  which  took  place 
late  in  January,  1957?  A.     Yes. 

Q.  Did  the  North  Star  partnership  execute  any 
instruments  with  respect  to  this  $15,000.00  liability 
and  other  refinancing  which  they  received  at  that 
time?  A.     Yes,  they  did. 

Q.     What  were  those  instruments,  Mr.  Manning? 

A.  A  real  and  chattel  mortgage  and  a  real  and 
chattel  mortgage  note. 

Q.  By  a  real  and  chattel  mortgage  note,  do  you 
mean  a  promissory  note?  A.     Yes. 

Q.  And  this  promissory  note  was  secured  by  a 
real  and  chattel  mortgage?  A.     Yes,  it  was. 

Q.     Upon  what  property  was  this  new  real  and 
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chattel  mortgage  based,  or  what  property  was  given 

in  security? 

A.  The  present  chattel  and  real  property  known 
as  the  North  Star  Bakery  and  Bakery  property. 

(Exhibit  No.  4  for  Identification,  a  document, 
is  so  marked  by  the  Reporter.) 

Q.  Mr.  Manning,  would  you  examine  Exhibit  No. 
4  for  Identification  and,  if  you  can,  tell  us  what  it  is. 

A.  It's  a  real  and  chattel  mortgage  dated  Janu- 
ary 22,  1957,  between  the  North  Star  Bakery  and 
the  Miners  and  Merchants  Bank. 

Q.  What  is  the  amount  covered  in  this  mort- 
gage? A.     $110,000.00. 

Q.     What  is  the  date  of  the  mortgage? 

A.     January  22,  1957. 

Q.  And  you  stated,  Mr.  Manning,  that  at  the 
same  time  or  shortly  before  the  execution  of  this 
mortgage,  the  partners  executed  a  promissory  note 
in  the  amount  of  $110,000.00? 

A.     Yes ;  at  the  same  time. 

Q.     And  this  mortgage  is  to  secure  that  note? 

A.     Yes. 

Q.  Mr.  Manning,  will  you  examine  page  No.  3 
of  this  document  and  see  where  a  promissory  note 
is  set  forth  in  full,  on  page  No.  3?  To  the  best  of 
your  Imowledge  and  information,  is  this  a  true  and 
correct  copy  of  the  note  executed  by  the  North  Star 
partnership  in  the  amount  of  $110,000.00? 

A.     Yes;  it  is. 
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(Exhibit  No.  4  for  Identification  is  thereupon 
marked  as  Exhibit  No.  4.) 

Q.  Will  you  please  explain  the  circumstances  and 
occasion  for  the  execution  of  the  note  which  is  set 
forth  on  page  No.  3  of  Exhibit  No.  4,  and  the  Ex- 
hibit, which  is  the  mortgage  ? 

A.  It  was  executed  by  the  partners  involved  to 
secure  refinancing  on  their  business  operation. 

Q.  The  $110,000.00  obligation  secured  by  the  note 
and  mortgage  referred  to  as  Exhibit  No.  4,  were  to 
cover  the  indebtedness  of  the  North  Star  partner- 
ship to  the  Bank,  is  that  correct?  A.     Yes. 

Q.  Did  not  that  include  satisfaction  of  the  North 
Star's  original  mortgage  in  the  amount  of  $38,- 
000.00?  A.     Yes;  it  did. 

Q.  And  also  did  it  not  include  the  $15,000.00 
paid  to  Mr.  Gillis  on  behalf  of  the  North  Star  part- 
nership in  satisfaction  of  his  second  real  and  chat- 
tel mortgage?  A.     Yes;  it  did. 

Q.     And  also  other  additional  financing? 

A.     That  is  right. 

(An  instrument  entitled  "Satisfaction  of 
Real  and  Chattel  Mortgage"  dated  January  30, 
1957,  is  then  marked  by  the  Reporter  as  Exhibit 
No.  5  for  Identification.) 

Q.  Mr.  Manning,  I  now  hand  you  Exhibit  No.  5 
for  Identification  which  is  entitled  "Satisfaction  of 
R-eal  and  Chattel  Mortgage"  and  which  is  dated 
January  30,  1957,  and  which  bears  your  signature. 
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Will  you  please  state  what  this  is  and  the  circum- 
stances under  which  it  was  executed  % 

A.  Yes.  This  is  a  full  satisfaction  and  release 
of  the  real  and  chattel  mortgage  dated  September 
15,  1954,  in  the  amount  of  $38,000.00. 

Q.  And  the  mortgage  just  referred  to  of  Sep- 
tember 15,  1954,  is  that  same  instrument  which  is 
Exhibit  No.  1  herein?  Is  that  correct? 

A.    Yes. 

Q.  And  this  was  executed  by  you  in  satisfaction 
of  that  mortgage  at  the  time  of  the  refinanced  loan 
in  January,  1957?  A.    Yes. 

(Exhibit  No.  5  for  Identification  is  thereupon 
marked  as  Exhibit  No.  5.) 

Q.  With  respect  to  Exhibit  No.  5,  Mr.  Manning, 
is  that  your  sigTiature  upon  the  instrument  ? 

A.    Yes,  it  is. 

Q.  Was  the  original  of  this  instrument  filed  with 
the  United  States  Commissioner  at  Nome? 

A.     Yes. 

Q.  And  the  purpose  of  this  instrument,  being 
Exhibit  No.  5,  was  to  fully  satisfy  the  mortgage 
which  is  Exhibit  No.  1  herein?  A.     Yes. 

Q.  At  the  time  of  the  payment  to  Mr.  Gillis  of 
the  $15,000.00  about  which  you  have  previously  tes- 
tified and  the  execution  and  delivery  of  Exhibits 
4  and  5,  what  was  said  by  Mr.  Gillis,  if  anything, 
as  to  the  location  of  the  promissory  note  of  Sep- 
tember 15,  1954,  in  the  amount  of  $19,854.83  from 
the  North  Star  partners  to  Mr.  Gillis? 
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A.  Mr.  Gillis  made  no  mention  of  the  location 
of  the  note. 

Q.  Did  Mr.  Gillis  state  either  at  this  time  or  at 
any  other  time  or  times  where  the  note  was  located 
or  whether  he  had  possession  of  it  or  whether  he 
could  deliver  it,  either  to  the  North  Star  Partner- 
ship or  the  Bank  ?  A.     No ;  he  did  not. 

Q.  At  the  time  of  the  meeting  in  late  January, 
1957,  which  you  have  mentioned,  between  yourself 
and  Mr.  Gustafson,  Mr.  Renshaw  and  Mr.  Gillis, 
did  Mr.  Gillis  indicate  his  full  understanding  of 
the  agreement  and  transaction  which  took  place  with 
respect  to  the  payment  to  him  of  the  $15,000.00'? 

A.     Yes. 

Q.  Did  he  say  or  do  anything  which  would  in- 
dicate to  you  that  he  considered  such  payment  to 
constitute  full  and  complete  satisfaction  of  the  $19,- 
854.83  note  from  the  North  Star  to  Gillis? 

A.  Yes.  It  was  understood  he  was  accepting  pay- 
ment for  full  satisfaction  and  he  signed  the  release 
items,  release  documents. 

Q.  And  you  feel  certain  that  at  that  time  it  was 
his  understanding,  and  everyone's  understanding, 
that  the  $15,000.00  he  received  was  full  satisfaction 
for  the  note  and  his  interest  in  the  second  real  and 
chattel  mortgage  and  the  property  secured  thereby  % 

A.     Yes.  I  am  sure  that  was  the  full  agreement. 

Q.  Do  you  remember  the  next  occasion,  if  there 
was  one,  that  the  matter  relating  to  the  promissory 
note  between  the  North  Star  and  Gillis  about  which 
you  have  testified  came  to  your  attention? 
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A.  If  I  recall  correctly,  it  didn't  come  to  my  at- 
tention again  until  the  Court  action  between  Mr. 
Wallace  and  Mr.  Gillis,  a  month  or  so  later. 

Q.  By  that  you  refer  to  the  case  brought  by  Mr. 
Joe  Wallace  against  Mr.  Will  M.  Gillis  which  was 
tried  here  in  Nome  late  in  February,  1957? 

A.     Yes. 

Q.     And  it  was  at  that  time  that  this  matter  again 
came  to  your  attention,  that  is,  the  matter  of  the 
note  and  second  real  and  chattel  mortgage? 
.  A.    Yes. 

Q.  And  was  it  at  this  time  that  you  first  learned 
that  the  note  referred  to  in  the  amount  of  $19,- 
854.83  was  in  the  possession  of  the  United  States 
Marshal  %  A.    Yes. 

Q.  After  the  conclusion  of  the  Wallace-Gillis 
suit  and  at  a  later  date,  did  you  have  knowledge  that 
the  United  States  Marshal  was  going  to  sell  this 
note  and  the  interest  created  in  the  North  Star 
property  by  the  second  real  and  chattel  mortgage  at 
the  Marshal's  sale? 

A.     Yes.  I  was  informed  of  that. 

Q.  What,  if  you  remember,  did  you  or  any  of 
the  representatives  of  the  Bank  do  at  this  time? 

A.  The  Bank's  attornej^  on  several  occasions  dis- 
cussed the  matter  with  Mr.  Gillis'  attorney  with 
the  idea  in  mind  of  coming  to  some  agreement  or 
making  some  arrangement  on  the  note. 

Q.  And  that  was  done  at  that  time,  was  it  not, 
in  order  to  protect  the  interest  of  the  North  Star 
and  the  Bank  in  the  note  and  second  real  and  chat- 
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tel  mortgage  which  you  had  previously  purchased 

from  Mr.  Gillis  for  $15,000.00'?  A.     Yes. 

Q.  And  that  is  the  note  and  second  real  and 
chattel  mortgage  about  which  you  have  previously 
testified?  A.     Yes. 

Q.  If  you  had  known  at  the  time  of  payment  of 
the  $15,000.00  from  the  Bank  to  Mr.  Gillis,  that 
the  note  of  the  North  Star  to  Gillis  previously  re- 
ferred to  had  been  attached  by  the  Marshal  in  the 
civil  action  of  Wallace  vs.  Gillis,  and  was  no  longer 
in  Gillis'  possession  or  under  his  control,  would 
your  actions  with  respect  to  the  payment  of  $15,- 
000.00  and  the  refinancing  of  the  North  Star's  in- 
debtedness and  the  releasing  of  the  Bank's  original 
mortgage  of  September  15,  1954,  have  been  the 
same?  A.     No;  it  wouldn't. 

Q.  If  not,  what  would  your  actions  as  representa- 
tive of  the  Bank  have  been? 

A.  I  wouldn't  have  gone  ahead  with  the  closing 
of  the  new  loan  until  the  note  had  been  secured  or 
the  item  settled. 

Q.  Were  you  aware  of  the  fact  that  as  a  result 
of  the  Wallace  suit  against  Gillis  that  Mr.  Wallace 
obtained  judgment  against  Mr.  Gillis? 

A.  Was  your  question  '^Am  I  aware"  or  "Was 
I  aware"? 

Q.  Perhaps  I  had  better  rephrase  the  question, 
because  it  isn't  clear.  After  the  trial  of  the  Wallace- 
Gillis  suit,  which  was  in  late  February,  1957,  were 
you  then  aware  of  the  fact  that  Mr.  Wallace  had 
won  that  suit  against  Mr.  Gillis?  A.     Yes. 
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Q.  And  at  the  time  of  the  Marshal's  sale  of  the 
promissory  note  and  the  second  real  and  chattel 
mortgage  and  the  interest  in  the  North  Star  part- 
nership property  therein,  were  you  aware  of  the 
fact  that  this  interest  and  this  note  were  sold  to 
Wallace  at  the  time  of  the  Marshal's  sale? 

A.    Yes. 

Q.  After  the  sale  by  the  Marshal  to  Wallace  of 
this  note  and  second  real  and  chattel  mortgage, 
what  communications,  if  any,  did  Wallace  or  his 
attorne.y  have  with  any  of  the  Bank  representatives 
with  respect  to  this  matter  ? 

A.  Mr.  Wallace's  Fairbanks  attorney  contacted 
the  Bank's  counsel  here  in  Nome  regarding  the 
note. 

(A  document  entitled  ''Notice"  is  handed  to 
the  reporter  and  marked  as  Exhibit  No.  6  for 
Identification.) 

Q.  I  now  hand  you  Exhibit  No.  6  for  Identifica- 
tion, Mr.  Manning,  and  state  that  this  is  entitled 
"Notice"  and  is  dated  the  13th  of  July,  1957,  and 
is  signed  by  Ernest  H.  Gustafson  and  Robert  H. 
Renshaw,  partners  of  the  North  Star  Bakery,  and 
by  yourself  on  behalf  of  the  Bank.  Can  you  identify 
this,  and,  if  so,  state  what  it  is? 

A.  Yes.  This  is  a  notice  to  Mr.  Wallace  that  Mr. 
Gustafson,  Mr.  Renshaw,  the  North  Star  Bakery, 
and  the  Bank  intended  to  redeem  or  exercise  their 
right  to  redeem  the  second  mortgage  note  in  ques- 
tion. 
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Q.  And  this  is  the  second  real  and  chattel  mort- 
gage and  note  which  was  referred  to  earlier  in  this 
deposition,  and  which  was  sold  by  the  United  States 
Marshal's  sale? 

A.    Yes.  Which  was  purchased  by  Joe  Wallace. 

(Exhibit  No.  6  for  identification  is  thereupon 
handed  to  the  reporter  and  marked  as  Exhibit 

No.  6.) 

Q.  Will  you  examine  Exhibit  No.  6,  Mr.  Man- 
ning, and  is  that  your  signature  upon  the  docu- 
ment %  A.     Yes. 

Q.  Are  those  the  signatures  of  Mr.  Gustafson 
and  Mr.  Renshaw?  A.     Yes;  they  are. 

Q.  And  this  notice,  which  is  Exhibit  No.  6,  was 
executed  by  the  parties  named  therein  in  order  to 
give  notice  of  redemption  of  the  note  and  mortgage 
sold  at  Marshal's  sale  in  the  action  Wallace  vs. 
Gillis?  A.     Yes. 

Q.  And  in  satisfaction  of  judgment  in  that  ac- 
tion of  Wallace  vs.  Gillis?  A.    Yes. 

Q.  Was  not  this  notice  delivered  to  Mr.  Wallace 
and  his  attorney?  A.    Yes. 

(A  document  entitled  "Certificate  of  Redemp- 
tion" is  handed  to  the  reporter  and  marked 
as  Exhibit  No.  7  for  Identification.) 

Q.  I  now  hand  to  you,  Mr.  Manning,  Exhibit  No. 
7  for  Identification,  which  is  entitled  "Certificate 
of  Redemption,"  and  dated  July  18,  1957,  contain- 


66  WillM.Gillisvs. 

(Deposition  of  James  G.  Manning.) 

ing  the  notarized  signature  of  Joseph  Wallace.  Can 

you  state  what  that  is? 

A.  Yes.  This  is  Mr.  Wallace's  certification  and 
receipt  that  he  received  payment  from  Mr.  Gustaf- 
son,  Mr.  Renshaw,  the  North  Star  Bakery,  and  the 
Bank  in  the  amount  of  $11,225.00  in  full  redemption 
of  his  right,  title  and  interest  in  the  note  which  he 
purchased  at  the  Marshal's  sale. 

(Exhibit    No.    7    for   Identification   is   then 
handed  to  the  Reporter  and  marked  as  Exhibit 

No.  7.) 

Q.  Then  this  Exhibit  No.  7,  Mr.  Manning,  is  a 
receipt  from  Mr.  Wallace,  in  effect,  for  $11,225.00 
paid  to  him?  A.    Yes. 

Q.  And  the  certificate  was  delivered  by  Mr.  Wal- 
lace to  the  Bank  and  the  North  Star  partnership? 

A.     Through  his  attorney  to  the  Bank's  attorney, 

yes. 

Q.  The  amount  stated  in  Exhibit  No.  7,  of  $11,- 
225.00,  who  made  this  payment  to  Mr.  Wallace? 

A.     The  Bank. 

Q.     How  was  it  made? 

A.  In  cash  through  the  attorneys  for  the  Bank 
and  Mr.  Wallace. 

Q.  And  what,  if  anything,  did  the  Bank  receive 
in  exchange  for  the  payment  to  Mr.  Wallace  of  $11,- 
225.00? 

A.  The  agreement  and  receipt  and  the  note 
itself. 

Q.     By  the  note  itself,  you  mean  the  note  from 
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the  North  Star  partnership  to  Mr.  Gillis,  which 
was  referred  to  before,  which  was  sold  at  the  Mar- 
shal's sale?  A.    Yes. 

Q.  To  the  best  of  your  knowledge  why  was  such 
payment  made  in  exchange  for  the  promissory  note 
referred  to  in  Exhibit  No.  7  % 

A.  To  be  sure  that  the  Bank's  interest  and  the 
interest  of  the  North  Star  Bakery  were  protected. 

Q.  And  it  was  necessary  to  redeem  in  this  man- 
ner to  protect  the  Bank's  refinanced  loan  in  the 
amount  of  $110,000.00,  is  that  correct? 

A.     Yes. 

Q.  After  Exhibit  No.  7  had  been  executed  by 
Mr.  Wallace  and  had  been  delivered  to  the  Bank 
through  its  attorney,  and  Mr.  Wallace  had  been 
paid  the  $11,225.00,  was  anything  said  to  Mr.  Gillis 
about  these  matters? 

A.  Yes.  We  discussed  to  some  length  the  Bank's 
position  and  Mr.  Gillis'  position  in  this  matter,  and 
asked  him  to  recognize  the  payment  of  his  judgment 
as  an  obligation. 

Q.     Was  he  willing  to  do  so? 

A.     No ;  he  was  not. 

Q.  Did  you  make  every  reasonable  effort  to 
reach  an  agreement  with  Mr.  Gillis  on  this  matter? 

A.  Yes.  I  talked  to  him  at  some  length  regarding 
the  matter. 

Q.  And  he  would  do  nothing  at  all,  is  that  cor- 
rect? A.    Yes. 

Q.  He  would  not  agree  to  protect  the  Bank  or 
the  partnership  in  any  way,  or  to  do  anything  that 
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would  bring  equity  to  the  situation,  in  that  he  had 
received  the  money  for  the  promissory  note  twice. 
Is  that  correct? 

A.  No;  he  did  not  or  would  not  make  any  ar- 
rangement to  recognize  the  obligation  or  his  liability 
in  the  second  payment. 

(A  document  entitled  "Assignment  of  Con- 
tract" is  handed  to  the  Reporter  and  marked 
as  Exhibit  No.  8  for  Identification.) 

Q.  I  now  hand  you  an  instrument  comprised  of 
two  typewritten  pages  entitled  "Assignment  of  Con- 
tract" which  is  dated  March  21,  1957,  and  bearing 
the  signature  of  Will  M.  Gillis.  Can  you  identify 
this  instrument  and,  if  so,  will  you  state  what  it  is  ? 

A.  Yes.  This  is  a  contract  assignment  where  Mr. 
Gillis  has  assigned  to  the  Bank  his  right  and  in- 
terest in  money  to  become  due  on  the  construction 
contract  between  himself  and  the  City  of  Nome 
where  he  agreed  to  construct  a  two-room  addition 
to  the  present  school  building. 

(Exhibit  No.  8  for  Identification  is  thereupon 
marked  by  the  Reporter  as  Exhibit  No.  8.) 

Q.  What  moneys,  if  any,  were  received  by  the 
Bank  from  the  City  of  Nome  under  this  assignment, 
which  is  Exhibit  No.  8? 

A.  We  received  one  draw,  which  was  a  progress 
payment  on  the  contract,  and  the  amount  of  that 
payment  was  approximately  $24,000.00,  if  I  recall 
correctly. 
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Q.  What  was  done  with  such  money  received 
and,  if  you  can,  include  the  dates  and  amounts  ? 

A.  If  I  recall  correctly,  the  latter  part  of  August 
we  received  the  first  draw  check  in  the  amount  of 
approximately  $24,000.00.  Mr.  Gillis  and  I  paid  the 
$11,000.00  advanced  by  the  Bank  on  the  contract. 
Then  the  balance  was  placed  in  the  form,  partly  in 
the  form  of  a  cashier's  check  in  the  amount  of  $11,- 
250.00,  and  the  balance  given  to  Mr.  Gillis  in  cash. 

Q.  In  other  words,  Mr.  Manning,  approximately 
$11,000.00  was  paid  to  the  Bank  upon  advances 
made  to  Mr.  Gillis  as  a  loan,  is  that  correct? 

A.     Yes.  $11,000.00  plus  the  interest. 

Q.  And  then  there  is  a  Bank  draft  in  the  amount 
of  $11,225.00  at  the  Bank  at  this  time,  is  that  cor- 
rect? A.     Yes;  there  is. 

Q.     Which  is  a  part  of  these  funds? 

A.     Yes. 

Q.  And  then  the  balance  from  the  approximately 
$24,000.00  which  the  Bank  received,  was  given  to 
Mr.  Gillis  in  cash?  A.     That  is  correct. 

Q.  As  far  as  you  can  remember,  Mr.  Manning, 
did  these  transactions  take  place  at  approximately 
the  same  date ;  that  is,  the  credit  of  $11,000.00  upon 
the  indebtedness  to  the  Bank,  and  the  making  out 
of  the  cashier's  check  of  $11,225.00,  and  the  pay- 
ment to  Mr.  Gillis  of  the  balance — was  that  not  done 
at  approximately  the  same  date,  or  late  in  August? 

A.    Yes. 

Q.  You  have  testified  that  a  cashier's  check  in 
the  amount  of  $11,225.00  was  left  at  the  Bank  as 
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part  of  the  money  received  from  the  assignment  of 
the  contract  of  Mr.  Gillis  with  the  City  of  Nome. 
What  was  done  with  this  check  for  $11,225.00? 

A.  It  was  held  in  the  Bank,  and  is  still  held.  Mr. 
Gillis  advised  us  that  he  didn't  want  us  to  use  the 
money  to  pay  the  amount  we  advanced  on  the  Wal- 
lace note,  and  that  he  would  see  his  attorney  and 
again  contact  me  at  a  later  date. 

Q.  Then  he  gave  you  instructions  just  to  hold 
the  Bank  draft?  A.     Yes;  he  did. 

Q.  Did  he  ever  come  back  to  discuss  the  matter 
with  you?  A.     No. 

Q.  Do  you  still  hold  the  bank  draft  in  its  original 
form?  A.     Yes;  T  do. 

(A  carbon  copy  of  a  cashier's  check  is  then 
handed  to  the  Reporter  and  marked  as  Exhibit 
9  for  Identification.) 

Q.  I  now  hand  you,  Mr.  Manning,  Exhibit  No.  9 
for  identification,  which  appears  to  be  a  carbon 
copy  of  a  cashier's  check  of  the  Miners  and  Mer- 
chants Bank.  This  instrument  is  entitled  ''pur- 
chaser's receipt"  and  bears  No.  1023,  and  is  dated 
August  29,  1957,  and  states  that  it  was  purchased 
by  Will  Gillis  to  pay  for  advance  by  the  Bank  on 
the  AVallace  judgment,  i.e.,  purchase  of  the  North 
Star  note.  This  is  in  the  amount  of  $11,225.00.  Can 
yon  identify  the  instrument  and,  if  so,  will  you  state 
what  it  is? 

A.  Yes.  That  is  a  carbon  copy  of  the  cashier's 
check. 
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Q.  That  is  the  cashier's  cheek  which  you  have 
jjreviously  referred  to?  A.    Yes. 

Q.     That  Mr.  Gillis  instructed  you  to  hold? 

A.     Yes. 

(A  document  dated  October  10,  1957 — a 
photostat — is  handed  to  the  Reporter  and 
marked  as  Exhibit  No.  10  for  identification.) 

Q.  Mr.  Manning,  I  hand  to  you  Exhibit  No.  10 
for  Identification,  which  appears  to  be  a  photostatic 
copy  of  a  letter  addressed  to  the  Miners  and  Mer- 
chants Bank  dated  October  10,  1957,  and  signed  by 
Will  M.  Gillis.  Can  you  identify  this  and,  if  so, 
would  you  state  what  it  is  ? 

A.  Yes.  This  is  a  copy  of  a  letter  of  demand  by 
Mr.  Gillis  to  the  Bank  wherein  he  demands  that  we 
release  our  assignment  of  the  contract  between  Mr. 
Gillis  and  the  City  of  Nome. 

Q.     Was  this  done?  X.     Yes;  it  was. 

(Exliibit  No.  10  for  Identification  is  there- 
upon marked  as  Exhibit  No.  10.) 

Q.     From  whom  did  you  receive  Exhibit  No.  10? 

A.     From  Mr.  Gillis'  attorney. 

Q.  What  acts,  if  any,  did  you  as  an  officer  of 
the  Bank  take  with  respect  to  the  demand  exempli- 
fied by  Exhibit  No.  10? 

A.     I  prepared  a  release  of  the  assignment. 

Q.  Was  Exhibit  No.  10  delivered  to  you  at  the 
Bank  ?  A.    Yes ;  it  was. 
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(Exhibit  No.  11  for  Identification,  a  copy  of 
a  letter  to  Mayor  Steffen  Andersen  dated  Sep- 
tember 3,  1957,  was  so  marked  by  the  Re- 
porter.) 

Q.  Mr.  Manning,  I  now  hand  you  Exhibit  No. 
11  for  Identification.  Will  you  examine  it,  please, 
and  state  what  it  is,  if  you  can? 

A.  Yes.  It's  a  letter  of  release  to  Mayor  Ander- 
sen, signed  by  myself  on  behalf  of  the  Bank,  wherein 
the  Bank  releases  our  right  to  the  assignment  of 
the  balance  of  the  proceeds  due  on  Mr.  Gillis'  con- 
tract in  an  approximate  amount  of  $13,000.00. 

(Exhibit  No.  11  for  Identification  is  there- 
upon marked  as  Exhibit  No.  11.) 

Q.  This  is  Exliibit  No.  11  which  you  have  iden- 
tified. Was  this  prepared  and  delivered  to  the  City 
as  a  result  of  the  demand  made  by  letter  which  is 
Exhibit  No.  10?  A.     Yes. 

Q.  And  its  purpose  and  effect  was  to  release  the 
balance  then  due  Mr.  Gillis  under  the  terms  of  the 
contract,  his  contract,  with  the  City  of  Nome? 

A.     Onl.y  the  balance,  yes. 

Q.  As  far  as  you  know,  were  the  balance  pay- 
ments made  to  Mr.  Gillis? 

A.  I  don't  really  know.  Those  payments  didn't 
come  through  the  Bank. 

Q.  After  the  Bank  had  paid  Mr.  Wallace  the 
$11,225.00  as  a  redemption,  it  was  then  that  you 
talked  this  matter  over  with  Mr.  Gillis? 
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A.     Yes. 

Q.  And  the  date  of  this  conversation  with  Mr. 
Gillis  would  be  the  date  of  the  copy  of  the  cashier's 
check  which  is  Exhibit  No.  9,  is  that  correct?  As 
far  as  you  know? 

A.  Yes;  as  near  as  I  can  remember,  within  a 
day  or  two  of  the  date  of  that  check. 

Q.  And  the  date  of  Exhibit  No.  9  is  August  29, 
1957,  and  your  conversation  with  Mr.  Gillis  at  that 
time  would  be  approximately  that  date  or  very  near 
to  it,  is  that  correct?  A.     Yes. 

Q.  At  the  time  Mr.  Gillis'  attorney  brought  the 
demand  letter,  which  is  Exhibit  No.  10,  to  you,  did 
he  say  anything  in  regards,  if  you  know,  to  the 
$11,225.00? 

A.  Mr.  Crane  did  mention  that  he  would  like  for 
us  to  apply  that  money  to  the  mortgage  loan. 

■Q.  That  is  a  prior  mortgage  loan  of  the  Bank  to 
Mr.  Gilhs? 

A.     Yes,  of  Mr.  Gillis'  obligations  to  the  Bank. 

Q.  And  that  prior  mortgage  loan  is  still  out- 
standing ?  A.     Yes ;  it  is. 

Q.  Was  anything  said  at  any  time  by  Mr.  Gillis 
to  you  or,  to  your  knowledge,  to  any  officers  of  the 
Bank,  as  to  the  necessity  of  Mr.  Gillis  having  the 
$11,225.00  paid  to  him  at  that  particular  time  for 
any  particular  purpose?  A.     No. 

Q.  Did  Mr.  Gillis  at  any  time  state  to  you  or, 
to  your  knowledge,  to  any  officers  of  the  Bank  that 
he  had  building  materials  to  ship  from  Seattle  to 
Nome  and  needed  money  for  such  purpose? 
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A.     No;  he  didn't. 

Q.  Was  anything  else  ever  said  by  Mr.  Gillis  as 
to  what  disposition  should  be  made  of  the  $11,- 
225.00'?  A.     No. 

Q.     I  have  no  further  questions. 

/s/  JAMES  G.  MANNING. 


Certificate 

This  is  to  certify  that  the  foregoing  pages  num- 
bered 1  to  25,  inclusive,  contain  a  full,  true  and  ac- 
curate transcript  of  the  deposition  of  James  G. 
Manning  held  before  me  in  Nome,  Alaska,  on  April 
5,  1958,  in  cause  No.  4180;  and  that  Exhibits  1  to 
11,  inclusive,  were  attached  by  me  to  the  original; 

That  prior  to  the  deposition  the  witness  was 
sworn  under  oath  administered  by  me ; 

That  I  thereafter  reported  such  deposition  in 
stenogi'aph  machine  shorthand  and  prepared  the 
foregoing  transcript  from  my  original  notes  to  the 
best  of  my  knowledge  and  ability ; 

That  I  am  not  related  to  nor  employed  by  any  of 
the  parties  hereto,  nor  their  counsel,  and  that  I 
am  not  personally  interested  in  the  outcome  of  these 
proceedings ; 

That  James  G.  Manning  in  my  presence  signed 
the  original  of  this  deposition  on  the  10th  day  of 
April,  1958,  and  that  such  original  was  thereafter 
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delivered,  sealed  and  marked  as  to  its  contents,  to 
the  Clerk  of  the  District  Court  at  Nome,  Alaska. 

Dated  at  Nome,  Alaska,  this  10th  day  of  April, 
1958. 

Witness  mj  hand  and  notarial  seal  hereto  affixed. 

[Seal]        /s/  MARY  C.  DIEDE, 

Notary  Public  for  the 
Territory  of  Alaska. 

My  Commission  expires  October  24,  1960. 


EXHIBIT  No.  5 

Satisfaction  of  Real  and  Chattel  Mortgage 

Know  All  Men  by  These  Presents:  That  the  fol- 
lowing-described property  situated  in  the  Cape 
Nome  Recording  District,  Territory  of  Alaska,  to 
wit: 

All  of  Lot  Seven  (7)  in  Block  "H"  accord- 
ing to  the  official  plat  of  the  Townsite  of  Nome, 
Alaska,  together  with  the  concrete  basement  al- 
ready constructed  thereon,  and  the  two-story 
frame  building  that  is  about  to  be  acquired  and 
built  on  said  concrete  basement  and  all  build- 
ing materials  to  be  used  in  the  construction  of 
said  building  now  being  assembled  by  the  tear- 
ing down  of  the  old  A.  Polet  store  at  the  east 
end  of  town. 
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1  Chevrolet  %  ton  Truck,  Serial  No.  6K1707- 
11141,  Motor  No.  3545926.  All  merchandise  con- 
sisting of  bakery  and  restaurant  supplies,  in- 
cluding meats,  extracts,  etc.,  used  in  the  making 
of  bakery  goods  or  in  serving  meals,  now  owned 
or  later  acquired,  part  of  which  are  now  stored 
in  a  storehouse  situated  on  Lot  Fourteen  (14) 
in  Block  Twenty-one  (21)  and  in  the  basement 
of  the  Breakers  Bar  at  Lot  Four  (4)  in  Block 
"H,"  and  in  the  Lomen  Commercial  Company 
warehouse  on  their  dock  property  at  the  West 
end  of  the  City  of  Nome. 

All  furniture,  fixtures  and  equipment  now 
owned  or  later  acquired  and  installed  in  the 
building  at  Lot  Seven  (7)  in  Block  ''H." 

is  hereby  released  and  discharged  from  the  lien  of 
that  certain  Real  and  Chattel  Mortgage  dated  Sep- 
tember 15,  1954,  made  and  executed  by  Ernest  H. 
Gustafson  and  Robert  H.  Renshaw,  a  partnership 
doing  business  under  the  firm  name  and  title  of 
North  Star  Bakery,  Mortgagors,  and  the  Miners 
and  Merchants  Bank  of  Alaska,  a  corporation. 
Mortgagee,  and  given  to  secure  the  payment  of  the 
indebtedness  evidenced  by  that  certain  promissory 
note  in  the  principal  sum  of  thirty-eight  thousand 
dollars  ($38,000.00)  with  interest  at  8%  per  annum, 
dated  September  15,  1954,  and  executed  by  Ernest 
H.  Gustafson  and  Robert  H.  Renshaw  and  filed  in 
the  office  of  the  United  States  Commissioner  of 
the  Cape  Nome  Recording  District,  Nome,  Alaska, 
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as  Instrument  No.  89668,  Volume  229,  Pages  199- 
202. 

In  Witness  Whereof,  the  Miners  and  Merchants 
Bank  of  Alaska  has  executed  this  instrument  this 
30th  day  of  January,  1957. 

MINERS    AND    MERCHANTS 
BANK  OF  ALASKA, 

By  /s/  JAMES  G.  MANNING, 

Executive  Vice  President. 

Executed  in  the  presence  of: 

/s/  BEVERLY  A.  MORGAN, 
/s/  WALTER  T.  HALEY. 


Territory  of  Alaska, 

Second  Division, 

Cape  Nome  Precinct — ss. 

On  this  30th  day  of  January,  1957,  before  the 
undersigned,  a  Notary  Public  in  and  for  the  Ter- 
ritory of  Alaska,  personally  appeared  James  G. 
Manning,  to  me  known  to  be  the  same  identical  per- 
son who  .signed  and  executed  the  foregoing  Satis- 
faction of  Real  and  Chattel  Mortgage,  and  acknowl- 
edged to  me  that  he  signed  and  executed  the  same 
on  the  day  said  release  bears  date  as  the  free  and 
voluntary  act  and  deed  of  the  Mortgagee,  Miners 
and  Merchants  Bank  of  Alaska. 
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Witness  my  hand  and  notarial  seal  the  day  and 
year  in  this  certificate  first  above  written. 

[Seal]        /s/  BEVERLY  A.  MORGAN, 
Notary  Public  in  and  for  the  Territory  of  Alaska, 
Residing  in  Nome,  Alaska. 

My  commission  expires  November  10,  1960. 
Admitted  April  5,  1958. 


EXHIBIT  No.  8 

Assignment  of  Contract 

The  undersigned.  Will  M.  Gillis  (hereinafter 
called  ''Assignor"),  with  his  principal  place  of 
business  at  Nome,  Alaska,  for  and  in  consideration 
of  the  sum  of  $1.00  and  other  good  and  valuable 
consideration  to  him  paid  by  the  Miners  and  Mer- 
chants Bank  of  Nome,  Alaska  (hereinafter  called 
"Bank"),  receipt  whereof  is  hereby  acknowledged, 
does  hereby  transfer,  set  over  and  assign  unto  said 
bank,  its  successors  and  assigns,  any  and  all  amounts 
now  due  or  owing,  or  which  may  hereafter  be  or 
become  due  or  owing,  or  remain  unpaid  at  any 
time  or  times  by  the  City  of  Nome,  Nome,  Alaska,  to 
Assignor  under  or  pursuant  to  the  terms  of  that  cer- 
tain contract  (and  any  amendments  and  supple- 
ments thereto)  entered  into  by  and  between  the 
undersigned  Assignor  and  City  of  Nome,  described 
as  follows: 
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That  certain  Agreement,  dated  March  20th,  1957, 
by  and  between  the  City  of  Nome,  Alaska,  a  mu- 
nicipal corporation  organized  and  existing  under 
the  laws  of  the  Territory  of  Alaska,  and  Will  M. 
Gillis  of  Nome,  Alaska,  by  the  terms  of  which  the 
Assignor  has  agreed  to 

"construct  a  two-room  addition  to  the  present 
old  Nome  public  school  building,  as  per  plans 
before  the  City  Council  of  the  City,  at  its  meet- 
ing of  December  28,  1956,  known  and  identified 
as  Sheet  No.  1,  Nome  Public  School  Building 
proposed  addition,  dated  December  19,  1956, 
and.  Sheet  No.  2,  Nome  Public  School  Building 
proposed  addition,  dated  December  20,  1956," 

has  agreed  to  pay  Assignor  the  sum  of  $41,113.72 
and  the  Undersigned  Assignor  does  hereby  desig- 
nate and  appoint  said  Bank,  its  successors  and  as- 
signs, its  true  and  lawful  attorney  or  attorneys, 
with  power  irrevocable,  for  him,  and  in  his  name, 
place  and  stead  to  ask,  demand,  receive,  receipt  and 
give  acquittance  for  any  and  all  amounts  which  may 
become  due  or  payable  by  the  City  of  Nome,  Alaska, 
under  said  contract  or  any  amendments  or  supple- 
ments thereto,  and  in  its  discretion  to  file  any  claim 
or  to  take  any  other  action  or  proceeding,  either  in 
its  own  name,  or  in  the  name  of  the  undersigned, 
or  otherwise,  which  to  said  Bank  or  any  successor 
or  assignee  thereof  may  seem  necessary  or  desirable 
in  order  to  collect  or  enforce  the  payment  of  any 
and  all  amounts  which  may  become  due  or  owing 
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on  account  of  said  contract,  or  any  amendments  or 
supplements  thereto. 

Assignor  does  hereby  represent  and  warrant  unto 
said  Bank  that  no  pa}Tiients  have  been  made  on 
account  of  said  contract  except  as  follows :  No  Dol- 
lars and  that  Assignor  has  not  heretofore  and  will 
not  hereafter  alienate  nor  assign  said  contract  or 
any  right  or  interest  therein  or  thereto. 

The  acceptance  of  this  assignment  by  said  Bank 
shall  not  obligate  it  to  perform  any  duty,  covenant 
or  condition  required  to  be  performed  by  assignor 
under  and  by  virtue  of  said  contract  or  any  amend- 
ments or  supplements  thereto. 

This  assignment  is  made  and  entered  into  to 
secure  and  pro^dde  for  the  payment  of  any  and 
all  obligations  now  due  or  owing  or  which  may 
hereafter  be  or  become  due  or  owing  by  the  under- 
signed Assignor  to  the  Bank. 

In  Witness  Whereof,  the  Assignor  has  caused  this 
instrument  to  be  duly  executed  this  21st  day  of 
March,  1957.  \ 

/s/  WILL  M.  GILLIS, 
Assignor. 

The  above  assignment  is  agreed  to  and  accepted 
by  the  City  of  Nome. 

/s/  STEFFEN  ANDERSEN, 
Mayor. 
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United  States  of  America, 
Territory  of  Alaska — ss. 

On  this  21st  day  of  March,  1957,  before  me,  the 
imdersigned,  a  Notary  Public  in  and  for  the  Ter- 
ritory of  Alaska,  duly  commissioned  and  sworn, 
personally  apijeared  Will  M.  Gillis,  to  me  known 
to  be  the  individual  described  in  and  who  executed 
the  within  and  foregoing  instrument,  and  acknowl- 
edged that  he  signed  the  same  as  his  free  and  volun- 
tary act  and  deed,  for  the  uses  and  purposes  therein 
mentioned. 

Witness  my  hand  and  official  seal  hereto  affixed 
the  day  and  year  in  this  certificate  above  written. 

[Seal]        /s/  FRED  D.  CRANE, 

Notary  Public  in  and  for  the 
Territory  of  Alaska. 

My  Commission  expires  October  15,  1960. 
Admitted  April  5,  1958. 


EXHIBIT  No.  9 

Not  Negotiable. 

Purchaser's  Receipt 

Retain  for  Your  Records 

Miners  and  Merchants  Bank 

of  Alaska 

1023 

Purchased  by:  Will  Gillis  to  pay  for  advance  by 
bank  on  Wallace  Judgment,  i.e.,  purchase  of 
North  Star  note. 
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Nome,  Alaska, 
August  29,  1957.     59-11 

Payable  to :  Miners  &  Merchants  Bank  of  Alaska — 
$11,225.00. 

M.  and  M.  Bank  of  Alaska:  $11,225  and  00  Cts. 

Memorandum 

Cashier ^s  Check  for: 

/s/  JAMES  G.  MANNING. 
Admitted  April  5,  1958. 


EXHIBIT  No.  10 

Nome,  Alaska, 
October  10th,  1957. 

Miners  and  Merchants  Bank, 
Nome,  Alaska. 

Attention  Mr.  Manning. 

Gentlemen : 

On  or  about  the  21st  day  of  March,  1957,  an  as- 
signment of  Contract  between  Will  M.  Gillis  and 
the  City  of  Nome  was  made  to  you. 

Demand  is  now  made  upon  you  to  forthwith  re- 
turn the  said  assignment  to  me  or  to  my  Attorney, 
Fred  D.  Crane,  and  you  are  requested  to  notify  the 
City  of  Nome  of  your  action. 

/s/  WILL  M.  GILLIS. 
Admitted  April  5,  1958. 
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EXHIBIT  No.  11 

Miners  and  Merchants  Bank  of  Alaska 
Established  1904 

Nome,  Alaska, 
September  3,  1957. 

Hon.  Mayor  Steffen  Andersen, 
City  of  Nome, 
Nome,  Alaska. 

Dear  Sir: 

Reference  is  made  to  the  contract  between  the 
City  of  Nome  and  Will  M.  Gillis  wherein  Mr.  Gillis 
agrees  to  construct  an  addition  to  the  Nome  School 
in  the  amount  of  $41,113.72.  This  contract  was  as- 
signed to  this  bank  on  the  21st  of  March,  1957. 

Please  accept  this  letter  as  our  release  of  all 
rights  under  the  above-mentioned  assignment  to  the 
balance  of  the  proceeds  due  in  the  approximate 
amount  of  $13,000.00.  By  this  notice  we  only  intend 
to  release  the  balance  that  is  due  and  unpaid  Mr. 
Gillis. 

Yours  very  truly, 

/s/  JAMES  G.  MANNING, 

Executive  Vice  President. 
JGM/bm. 
cc:  City  Clerk. 

Admitted  April  5,  1958. 
[Endorsed] :    Filed  April  11,  1958. 
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STIPULATION  FOR  TAKING  OF  DEPOSI- 
TION UPON  ORAL  EXAMINATION  OF 
JAMES  G.  MANNING 

It  is  stipulated  between  plaintiff  and  defendant 
that  the  deposition  of  James  G.  Manning  may  be 
taken  upon  oral  examination  before  a  notary  public 
for  the  Territory  of  Alaska,  or  before  some  other 
officer  authorized  by  law  to  take  depositions,  at 
Federal  Building,  Nome,  Alaska,  at  2:00  p.m.,  for 
the  purpose  of  discovery  or  use  as  evidence  by  either 
party  in  the  above  action  or  for  both  purposes,  on 
April  5,  1958. 

Dated:  April  3,  1958. 

/s/  FRED  D.  CRANE, 

Attorney  for  Plaintiff. 

/s/  JAMES  A.  von  der  HEYDT, 

FAULKNER,  BANFIELD  & 
BOOCHEVER, 

/s/  JOHN  H.  DIMOND, 

Attorneys  for  Defendant. 

[Endorsed] :     Filed  April  11,  1958. 
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DEPOSITION   OF   ERNEST  H.  GUSTAFSON 

Nome,  Alaska, 
April  5,  1958. 
Appearances : 

MR.  JAMES  A.  von  der  HEYDT, 

Nome,  Alaska, 

Attorney  for  Defendant. 

Deposition  of  Ernest  H.  Gustafson,  a  \Yitness  of 
lawful  age,  taken  on  behalf  of  the  defendant,  pur- 
suant to  stipulation  filed  herein,  before  Maiy  C. 
Diede,  Official  Court  Reporter  and  Notary  Public 
in  and  for  the  Territory  of  Alaska,  at  approxi- 
mately 3:30  p.m.,  April  5,  1958,  in  the  Federal 
Building  at  Nome,  Alaska,  Mr.  James  A.  von  der 
Heydt,  attorney  for  the  defendant,  appeared  on  be- 
half of  the  defendant ;  Mr.  Fred  D.  Crane,  attorney 
for  the  plaintiff,  did  not  appear. 

Mr.  Yon  Der  Heydt:  At  the  beginning  of  this 
deposition  I  would  like  to  state  that  I  am  appearing 
on  behalf  of  the  defendant.  Miners  and  Merchants 
Bank,  in  the  taking  of  the  deposition  of  Ernest  H. 
Gustafson,  and  that  this  deposition  is  taken  on  be- 
half of  the  defendant  pursuant  to  stipulation  of  the 
parties  by  and  through  their  attorneys,  myself  and 
Mr.  Fred  D.  Crane,  which  is  dated  April  3,  1958. 
The  original  signed  copy  of  this  stipulation  has  been 
handed  to  the  Court  Reporter.  Mr.  Crane  has  stated 
that  it  is  not  his  wish  to  be  present  and  the  defend- 
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ant  has  agreed  to  furnish  him  with  a  copy  of  the 
deposition.  It  is  also  agreed  and  stipulated  between 
the  parties  that  all  objections  as  to  relevancy  and 
materiality  of  the  questions  will  be  reserved  to  the 
time  of  trial. 

ERNEST  H.  GUSTAFSON 

being  first  duly  sworn,  on  oath,  deposes  and  says: 

Direct  Examination 
By  Ml-.  Von  Der  Heydt: 

Q.     AVill  you  state  your  name,  please? 

A.     Ernest  H.  Gustafson. 

Q.     And  where  do  you  reside? 

A.    At  Nome,  Alaska. 

Q.  Are  you  one  of  the  partners  in  the  co-part- 
nership doing  business  at  Nome,  Alaska,  under  the 
name  of  North  Star  Bakery  and  Hotel? 

A.     Yes;  I  am. 

Q.     When  was  this  partnership  formed  ? 

A.     1951. 

Q.     Where  was  it  formed? 

A.     At  Nome,  Alaska. 

Q.     What  is  its  business  ? 

A.  Its  business,  the  North  Star  Bakery  and 
Grill,  Breakers  Bar  and  the  North  Star  Hotel. 

Q.     A¥ho  are  the  other  partners? 

A.  Robert  H.  Renshaw,  and  my  wife,  Elizabeth 
W.  Gustafson. 

Q.  I  now  hand  to  the  Reporter  Exhibit  No.  1  for 
Identification  and  ask  her  to  mark  it  as  such. 
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(A  document  entitled  "Installment  Promis- 
sory Note"  is  then  marked  by  the  Reporter  as 
Exhibit  No.  1  for  Identification.) 

Q.  Now,  Mr.  Gustafson,  I  hand  you  a  document 
which  is  marked  Exhibit  No.  1  for  identification, 
which  appears  to  be  an  installment  promissory  note, 
dated  September  15,  1954,  in  the  principal  sum  of 
$19,854.83,  and  which  appears  to  have  been  signed 
by  you  and  by  your  partner,  Mr.  Renshaw.  Can  you 
identify  this  instrument  and,  if  so,  will  you  state 
what  it  is? 

A.  This  is  an  installment  promissory  note  to 
secure  a  real  and  chattel  mortgage  on  the  North 
Star  Bakery  in  regards  to  an  amount  of  money 
owed  Will  M.  Gil]  is  as  a  result  of  a  fire  we  had. 

Q.  When  you  say,  when  you  mention  a  real  and 
chattel  mortgage A.     A  second. 

Q.  You  mean  that  real  and  chattel  mortgage  was 
given  to  secure  this  note?  Is  that  right? 

A.     That  is  correct. 

Q.  And  if  I  understand  you  con-ectly,  the  amount 
of  this  note  is  the  amount  of  loss  of  Mr.  Gil  lis  on 
account  of  a  fire  of  the  North  Star  property? 

A.     That  is  right. 

Q.     Approximately  when  was  this  fire? 

A.     The  last  day  of  October,  1953. 

Q.  This  instrument.  Exhibit  No.  1  for  Identi- 
fication, bears  your  signature  ? 

A.     That  is  correct. 

Q.     And  the  signature  of  Robert  H.  Renshaw? 
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A.     That  is  right. 

Q.  And  it  was  executed  by  you  and  Mr.  Kenshaw 
on  the  date  set  forth  therein? 

A.     That  is  right. 

Q.     What  was  that  date? 

A.     September  15,  1954. 

(Exhibit  No.  1  for  Identification  is  thereupon 
marked  as  Exhibit  No.  1.) 

Q.     Why  was  this  promissory  note  executed? 

A.  To  secure  an  indebtedness  we  had  incurred 
as  a  result  of  a  fire. 

Q.     Was  this  note  delivered  to  Mr.  Gillis? 

A.     It  was. 

Q.  Was  it  delivered  to  him  upon  the  date  of  its 
execution?  A.     It  Avas. 

Q.  What  security,  if  an,y,  did  the  North  Star 
partnership  give  to  Mr.  Gillis  as  a  result  of  the  in- 
debtedness evidenced  by  Exhibit  No.  1? 

A.  We  gave  him  a  second  real  and  chattel  mort- 
gage on  the  North  Star  Bakery  property  and  build- 
ing and  contents  therein. 

(A  document  entitled  ''second  real  and  chat- 
tel mortgage" — photostat — is  marked  by  the 
Reporter  as  Exhibit  No.  2  for  Identification.) 

Q.  I  now  hand  you  Exhibit  No.  2  for  Identifica- 
ticm  which  is  entitled  "Second  R-eal  and  Chattel 
Mortgage"  and  which  is  dated  September  15,  1954. 
Will  you  examine  this  exhibit  and  tell  us  what  it  is, 
if  vou  know? 
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A.  Yes.  This  is  the  second  real  and  chattel  mort- 
gage to  secure  Will  M.  Gillis'  interest  in  the  North 
Star  Bakery  building  and  made  in  regards  to  the 
installment  promissory  note  that  we  signed  along 
with  this. 

Q.  And  that  installment  promissory  note  is  the 
one  which  is  Exhibit  No.  1  ? 

A.     That  is  correct. 

Q.  At  the  time  of  the  execution  and  delivery  by 
you  of  this  second  real  and  chattel  mortgage — first, 

1  will  hand  to  the  Court  Reporter  this  Exhibit  No. 

2  for  Identification  and  ask  that  it  be  marked  as  an 
Exhibit. 

(Exhibit  No.  2  for  Identification  is  thereupon 
marked  as  Exhibit  No.  2.) 

Q.  At  the  time  of  the  execution  and  delivery  by 
you  of  the  second  real  and  chattel  mortgage  which 
is  Exhibit  No.  2,  to  Mr.  Gillis,  did  you  also  give  to 
the  Miners  and  Merchants  Bank  a  first  mortgage 
of  the  identical  property? 

A.     That  is  correct. 

Q.  Now  for  what  indebtedness  was  this  mort- 
gage to  the  bank  given  as  security? 

A.  The  first  mortgage  was  given  to  the  Bank  in 
an  amount  of  $38,000.00. 

Q.  With  respect  to  Exhibit  No.  1,  that  is  the 
promissory  note  from  you  to  Gillis  in  the  amount  of 
$19,854.83,  what  pa^rments  were  made,  if  any,  by 
you  to  Gillis  on  that  obligation? 
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Q.  There  were  no  installments  due  on  the  prom- 
issory note  until  September  15,  1957,  I  believe. 

Q.     Was  any  interest  paid? 

A.     There  was  interest  paid. 

Q.  Do  you  know  the  amounts  and  dates  of  such 
payments  % 

A.     Offhand  I  couldn't  give  you  the  correct  dates. 

Q.     What  was  the  approximate  amount  paid? 

A.  There  was  one  amount  paid  of  approximately 
$2,400.00,  at  one  time. 

Q.  Did  you  have  occasion  to  be  present  at  a 
meeting  held  in  the  offices  of  the  Miners  and  Mer- 
chants Bank  at  Nome  on  or  about  the  30th  day  of 
January,  1957,  at  which  meeting  were  present  be- 
sides yourself,  Mr.  Renshaw,  Mr.  James  G.  Man- 
ning, and  Mr.  Will  M.  Gillis  %  A.     Yes. 

Q.     What  was  the  purpose  of  this  meeting? 

A.  The  purpose  of  this  meeting  w^as  to  clear  off 
the  second  real  and  chattel  mortgage,  so  arrange- 
ments could  be  made  to  refinance  our  operation. 

Q.  When  you  refer  to  a  second  real  and  chattel 
mortgage  you  refer  to  the  mortgage  to  Mr.  Gillis, 
which  is  Exhibit  No.  2  ?  A.     That  is  correct. 

Q.  Which  secured  the  promissory  note  which  is 
Exhibit  No.  1  ?  A.     That  is  correct. 

Q.  At  this  meeting  what  took  place  and  what 
agreements,  if  any,  were  made  amongst  the  parties 
present  ? 

A.  Will  M.  Gillis  agreed  to  release  the  second 
real  and  chattel  mortgage  and  promissory  note  foi' 
the  amount  of  $15,000.00,  which  was  paid  to  him. 
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Q.  Did  the  $15,000.00  which  was  paid  to  Mr. 
Gillis  constitute  a  loan  from  the  Bank  to  the  North 
Star  partnership?  A.     That  is  correct. 

Q.  And  did  not  Mr.  Gillis  execute  a  satisfaction 
of  his  second  real  and  chattel  mortgage  and  an 
assignment  of  his  interest  in  that  to  the  Bank? 

A.    He  did. 

(A  document  entitled  "Satisfaction  of  Sec- 
ond Real  and  Chattel  Mortgage"  is  handed  to  the 
Court  Reporter  and  marked  Exhibit  No.  3  for 
Identification.) 

Q.  I  now  hand  you,  Mr.  Gustafson,  Exhibit  No. 
3  for  Identification,  which  is  entitled  satisfaction 
of  second  real  and  chattel  mortgage  and  which  is 
dated  January  30,  1957,  and  which  is  signed  by 
Will  M.  Gillis.  If  you  can,  will  you  identify  that 
and  tell  us  what  it  is? 

A.  This  is  a  release  and  satisfaction  of  second 
real  and  chattel  mortgage  whereby  Will  M.  Gillis 
released  all  interest  in  the  North  Star  Bakery  by 
our  paying  him  $15,000.00.  In  return  we  were  to 
receive  the  release  on  the  above. 

(Exhibit  No.  3  for  Identification  is  then 
marked  as  Exhibit  No.  3.) 

Q.  After  the  satisfaction  of  the  second  real  and 
chattel  mortgage  held  by  Mr.  Gillis,  and  which  is 
evidenced  by  Exhibit  No.  3,  what  was  the  status  of 
the  first  mortgage  from  the  North  Star  Bakery 
partnership  to  the  Miners  and  Merchants  Bank, 
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which  had  been  executed  on  September  15,  1954, 
and  which  secured  a  loan  to  the  North  Star  of  $38,- 
000.00?  A.    Will  you  repeat  that  again,  sir? 

(The  reporter  thereupon  read  the  previous 
question.) 

A.     The  first  mortgage  was  still  outstanding. 

Q.  And  did  it  not  then  remain  the  only  obliga- 
tion secured  by  the  mortgage  of  the  North  Star 
partnership  ?  A.     That  is  correct. 

Q.  At  the  time  of  the  conference  on  or  about 
January  30,  1957,  did  you  and  your  partners  exe- 
cute a  new  mortgage  to  the  Bank  to  secure  the  loan 
of  $15,000.00  plus  the  balance  of  the  $38,000.00  and 
other  moneys? 

A.    Yes;  a  new  one  was  drawn  up. 

Q.  What  was  the  total  amount  of  the  new  mort- 
gage? A.     $110,000.00. 

Q.  What  payments  were  made  to  Mr.  Gillis  at 
this  time? 

A.  Mr.  Gillis  was  paid  $15,000.00  to  clear  his 
second  real  and  chattel  mortgage  that  he  held  on  the 
North  Star  Bakery  building. 

Q.  Was  it  the  understanding  of  all  parties  at 
this  time  that  this  amount  of  money  was  full  satis- 
faction of  this  note  and  mortgage? 

A.     It  was. 

Q.  To  your  recollection,  did  Mr.  Gillis  say  any- 
thing at  that  time  which  would  indicate  his  full 
imderstanding  of  this  ? 
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A.  It  was  agreed  that  the  $15,000.00  payment 
would  settle  it  in  full. 

Q.     Was  the  $15,000.00  paid  to  him? 

A.    It  was. 

Q.     Was  this  paid  in  cash  %  A.     Yes ;  it  was. 

Q.  At  the  time  of  the  conversation  at  the  Bank 
on  or  about  January  30,  1957,  and  about  which  you 
have  previously  testified,  did  Mr.  Gillis  make  any 
statements  at  all  which  would  indicate  where  the 
note  which  has  been  marked  as  Exhibit  No.  1  was 
located?  A.     No;  he  did  not. 

Q.  Did  he  say  anything  at  all  about  the  note 
having  been  attached  by  the  United  States  Marshal  ? 

A.     No;  he  did  not. 

Q.  Are  you  now  aware  of  the  fact  that  at  the 
time  these  transactions  took  place  said  note  had 
been  attached  by  the  United  States  Marshal  and 
was  not  in  Mr.  Gillis'  possession  or  under  his  con- 
trol ?  A.     We  were  aware  of  it  at  a  later  date. 

Q.  If  you  remember,  when  and  under  what  cir- 
cumstances did  you  first  discover  this  fact? 

A.  When  the  Marshal's  attachment  in  the  Joe 
Wallace- Will  M.  Gillis  suit  was  brought  to  our  at- 
tention. 

Q.  B}^  attachment,  you  mean  the  execution,  do 
you  not  ?  A.     The  execution,  that  is  correct. 

Q.  When  you  refer  to  the  Wallace-Gillis  suit, 
you  refer,  do  you  not,  to  a  civil  action  which  was 
tried  in  Nome,  in  the  Nome  Court,  at  the  end  of 
February,  1957?  In  which  Mr.  Wallace  obtained 
judgment  against  Mr.  Gillis? 
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A.     That  is  correct. 

Q.  If  you  had  known  at  the  time  the  transaction 
took  place  and  at  the  time  Mr.  Gillis  was  paid  the 
$15,000.00,  that  the  note  was  attached  by  the  U.  S. 
Marshal  and  not  in  Mr.  Gillis'  possession,  would 
your  actions  have  been  different  with  respect  to 
obligating  yourself  for  an  additional  $15,000.00  debt 
at  the  Bank  %  A.    Yes ;  they  would  have. 

Q.     What  would  your  actions  have  been  % 

A.  We  would  not  have  paid  Will  M.  Gillis  the 
$15,000.00  until  he  was  able  to  produce  said  note 
and  second  real  and  chattel  mortgage. 

Q.  Do  you  recall  that  some  time  in  Jmie,  1957, 
the  United  States  Marshal  posted  a  notice  that  he 
would  sell  at  a  definite  time  and  place  the  promis- 
sory note  which  is  Exhibit  No.  1  herein,  together 
with  all  of  Mr.  Gillis'  interest  in  the  North  Star 
property?  A.     Yes. 

Q.  Do  you  recall  how  this  notice  was  brought  to 
your  attention? 

A.     In  the  post  office  on  the  bulletin  board. 

Q.     That  is,  you  saw  it  posted? 

A.     I  saw  it  posted  there  on  the  bulletin  board. 

Q.  After  you  received  notice  that  the  Marshal 
intended  to  make  the  sale  of  this  note,  what  action 
did  you  take  ? 

A.    We  filed  a  third-party  claim. 

(A  document  entitled  ''Third  Party  Claim" 
is  handed  to  the  Reporter  and  marked  as  Ex- 
hibit No.  4  for  Identification.) 
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Q.     I  now  hand  you,  Mr.  Gustafson,  Exhibit  No. 

4  for  Identification,  whicli  is  entitled  Third-Party 
Claim  and  which  is  dated  June  26,  1957.  Will  you 
examine  this  and,  if  you  can,  tell  us  what  it  is  1 

A.  Yes.  This  is  a  Third-Party  Claim  to  protect 
— filed  in  order  to  protect  our  interest  in  the  North 
Star  Bakery  building. 

Q.    Who  was  this  filed  with  ? 

A.     It  was  filed  with  the  United  States  Marshal. 

(Exhibit  No.  4  for  Identification  is  thereupon 
marked  as  Exhibit  No.  4.) 

Q.  What  action,  if  you  know,  did  the  Marshal 
take  with  respect  to  your  claim? 

A.     Joseph  Wallace  was  required  to  post  bond. 

Q.  Was  the  note  and  property  then  sold  by  the 
Marshal  pursuant  to  notice  of  sale  despite  the  filing 
of  your  third-party  claim?  A.     Yes;  it  was. 

Q.  Was  this  done  to  satisfy  the  judgment  against 
Will  M.  Gillis  held  by  Joseph  Wallace? 

A.     It  was. 

(Exhibit  No.  5  for  Identification,  a  document 
entitled  "Notice,"  was  then  so  marked  by  the 
Reporter.) 

Q.     Mr.  Gustafson,  I  now  hand  you  Exhibit  No. 

5  for  Identification  which  is  entitled  "  Notice, '' 
which  is  a  copy  of  an  instrument  signed  by  your- 
self, Mr.  Renshaw  and  the  Executive  Vice  Presi- 
dent of  the  Miners  and  Merchants  Bank.  If  you  can, 
will  you  state  what  this  is  ? 
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A.  Yes.  This  is  a  notice  of  redemption  that  we 
intended  to  redeem  from  Joe  Wallace  any  and  all 
interest  of  Will  M.  Gillis  of  a  certain  promissory 
note  held  by  Joe  Wallace. 

(Exliibit  No.  5  for  Identification  is  then 
marked  as  Exhibit  No.  5.) 

Q.  Did  you  execute  the  document  now  marked 
as  Exhibit  No.  5  ?  A.     Yes ;  we  did. 

Q.  What  was  your  purpose  in  executing  Exhibit 
No.  5? 

A.  It  was  to  inform  Joseph  Wallace  that  we 
intended  to  redeem  the  second  real  and  chattel 
mortgage  that  he  held  in  his  possession,  and  the 
installment  promissory  note  also. 

(Exhibit  No.  6  for  Identification,  a  document 
entitled  "Certificate  of  Redemption,"  is  so 
marked  by  the  Reporter.) 

Q.  Mr.  Gustafson,  I  hand  you  Exhibit  No.  6  for 
Identification  which  is  entitled  "Certificate  of  Re- 
demption" and  which  is  dated  July  18,  1957,  and 
signed  by  Joseph  Wallace.  Can  you  identify  such 
and,  if  so,  state  what  it  is"? 

A.  Yes.  This  is  a  certificate  of  redemption  show- 
ing Joseph  Wallace  was  paid  $11,225.00  in  fu]] 
satisfaction  for  all  his  right,  title  and  interest  in 
this  second  real  and  chattel  mortgage  and  promis- 
sory note. 

Q.  And  those  instruments  just  referred  to  are 
the  ones  here  which  are  Exhibits  1  and  2  ? 
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A.     That  is  correct. 

(Exhibit  No.  6  for  Identification  is  thereupon 
marked  Exhibit  No.  6.) 

(Exhibit  No.  7,  a  document  entitled  "As- 
signment," is  marked  by  the  Reporter  as  Ex- 
hibit No.  7  for  Identification.) 

Q.  I  now  hand  you  Exhibit  No.  7  for  Identifi- 
cation, which  is  entitled  *' Assignment,"  and  which 
is  dated  October  7,  1957,  and  bearing  your  signature 
as  a  partner  in  the  North  Star  Bakery.  Can  you 
identify  this  instrument  and,  if  so,  will  you  please 
state  what  it  is? 

A.  Well,  we  assign  all  our  right  and  interest, 
whatever  it  may  be,  in  the  action  against  Will  M. 
Gillis  of  Nome,  or  Gillis  Construction  Co.  of  Nome, 
upon  a  certain  installment  promissory  note  in  the 
amount  of  $19,845.83,  which  note  was  purchased  by 
the  Bank  which  note  was  purchased  by  us  and  later 
redeemed  from  judgment  creditor  Joe  Wallace  in 
the  sum  of  $11,225.00. 

(Exhibit  No.  7  for  Identification  was  then 
marked  as  Exhibit  No,  7.) 

Q.     To  whom  was  this  assignment  made? 

A.  ■   The  Miners  and  Merchants  Bank. 

Q.    Was  this  instrument  delivered  to  the  Bank? 

A.     It  was. 

Q.  And  is  the  date  appearing  upon  the  instru- 
ment and  the  date  of  your  signature,  the  actual  date 
of  such?  A.     Yes;  it  is. 
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(Deposition  of  Ernest  H.  Grustafson.) 

Q.  Did  you  intend  by  Exhibit  No.  7  to  transfer 
to  the  Bank  all  of  your  claims  and  the  receipts  of 
the  action  against  Will  M.  Grillis  with  respect  to 
the  transaction  on  the  promissory  note  which  is 
Exhibit  No.  1,  about  which  you  testified  ? 

A.    Yes;  we  did. 

Q.     I  have  no  further  questions. 

/s/  ERNEST  H.  GUSTAFSON. 


Certificate 

This  is  to  certify  that  the  foregoing  pages  num- 
bered 1  to  13,  inclusive,  contain  a  full,  true  and  ac- 
curate transcript  of  the  deposition  of  Ernest  H. 
Grustafson,  held  before  me  in  Nome,  Alaska,  on 
April  5,  1958,  in  cause  No.  4180;  and  that  Exhibits 
1  to  7,  inclusive,  were  attached  by  me  to  the  orig- 
inal; 

That  prior  to  the  deposition  the  witness  was 
sworn  under  oath  administed  by  me ; 

That  T  thereafter  reported  such  deposition  in 
stenograph  machine  shorthand  and  prepared  the 
foregoing  transcript  from  my  original  notes  to  the 
best  of  my  knowledge  and  ability; 

That  I  am  not  related  to  nor  employed  by  any  of 
the  parties  hereto,  nor  their  counsel,  and  that  I  am 
not  personally  interested  in  the  outcome  of  these 
proceedings ; 
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That  Ernest  H.  Gustafson  in  my  presence  signed 
the  original  of  this  deposition  on  the  10th  day  of 
April,  1958,  and  that  such  original  was  thereafter 
delivered,  sealed  and  marked  as  to  its  contents,  to 
the  Clerk  of  the  District  Court  at  Nome,  Alaska. 

Dated  at  Nome,  Alaska,  this  10th  day  of  April, 
1958. 

Witness  m.y  hand  and  notarial  seal  hereto  affixed. 

[Seal]        /s/  MARY  C.  DIEDE, 

Notary  Public  for  the 
Territory  of  Alaska. 
My  Commission  expires  October  24,  1960. 

[Endorsed]:     Filed  April  11,  1958. 


[Title  of  District  Court  and  Cause.] 

STIPULATION  FOR  TAKING  OF  DEPOSI- 
TION UPON  ORAL  EXAMINATION  OF 
ERNEST  H.  GUSTAFSON 

It  is  stipulated  between  plaintiff  and  defendant 
that  the  deposition  of  Emest  H.  Gustafson  may  be 
taken  upon  oral  examination  before  a  notary  public 
for  the  Territory  of  Alaska,  or  before  some  other 
officer  authorized  by  law  to  take  depositions,  at 
Federal  Building,  Nome,  Alaska,  on  April  5,  1958, 
at  3 :00  p.m.,  for  the  purpose  of  discovery  or  use  as 
evidence  by  either  party  in  the  above  action  or  for 
both  purposes. 
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Dated:  April  3,  1958. 

/s/  FRED  D.  CRANE, 

Attorney  for  Plaintiff. 

/s/  JAMES  A.  von  der  HEYDT, 

FAULKNER,  BANFIELD  & 
BOOCHEVER, 

/s/  JOHN  H.  DIMOND, 

Attorneys  for  Defendant. 

[Endorsed] :     Filed  April  11,  1958. 


[Title  of  District  Court  and  Cause.] 

DEFENDANT'S  MOTION  FOR 
SUMMARY  JUDGMENT 

Defendant  moves  the  court  to  enter  summary 
judgment  for  the  defendant  in  accordance  with  the 
relief  sought  in  its  answer  and  counterclaims  herein. 

This  motion  is  based  upon  the  pleadings  in  this 
action,  the  depositions  of  James  G.  Manning  and 
Ernest  H.  Gustafson  heretofore  filed  herein,  and 
the  affidavit  of  James  A.  von  der  Heydt  of  April 
10,  1958,  annexed  hereto. 

This  motion  will  also  be  supported  by  a  com- 
prehensive brief  which  will  demonstrate  that  there 
is  no  genuine  issue  as  to  any  material  fact  and  that 
defendant,  as  a  matter  of  law,  is  entitled  to  judg- 
ment on  its  counterclaims.  This  brief  has  been 
drafted  in  rough  form  but  could  not  be  completed 
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until  plaintiff  had  made  his  replies  to  defendant's 
counterclaims.  Now  that  such  replies  have  been 
served  and  filed  herein,  defendant's  brief  in  support 
of  this  motion  will  be  completed  with  dispatch  and 
promptly  served  and  filed  in  this  action. 

Dated:  May  2,  1958. 

/s/  JAMES  A.  von  der  HEYDT, 

FAULKNER,  BANFIELD  & 
BOOCHEVER, 

/s/  JOHN  H.  DIMOND, 

Attornevs  for  Defendant. 


Affidavit 

United  States  of  America, 
Territory  of  Alaska — ss. 

James  A.  von  der  Heydt,  being  first  duly  sAvorn, 
deposes  and  says: 

I  am  a  resident  of  Nome,  Alaska,  and  have  been 
such  for  nearly  14  years.  Since  March  1,  1953,  I 
have  been  engaged  in  the  private  practice  of  law 
at  Nome,  and  since  that  date  have  been  attorney 
for  the  Miners  and  Merchants  Bank  of  Alaska, 
Nome,  Alaska.  Also,  from  time  to  time,  I  have  per- 
formed legal  services  for  the  North  Star  Bakery, 
a  partnership  doing  business  at  Nome,  Alaska. 

During  the  time  that  I  was  absent  from  Nome 
to  attend  the  1957  Session  of  the  Alaska  Legisla- 
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ture,  being  January  18,  1957,  through  April  1, 
1957,  I  received  correspondence  from  Mr.  James 
G.  Manning,  Executive  Vice  President  of  the 
Miners  and  Merchants  Bank,  Nome,  to  the  effect 
that  the  bank  had  been  successful  in  refinancing  the 
loan  to  the  North  Star  Bakery,  Nome,  Alaska.  The 
North  Star  Bakery  is  a  partnership  business  owned 
and  operated  at  Nome  by  the  partners,  Ernest  H. 
Gustafson,  Robert  H.  Renshaw,  and  Elizabeth 
Gustafson.  The  said  business  consists  of  a  large 
two-story  frame  business  building  with  full  con- 
crete basement,  resting  on  Lot  7  in  Block  H,  City 
of  Nome,  Alaska. 

Shortly  after  my  return  to  Nome,  after  the  Legis- 
lative Session,  or  during  the  first  week  of  April, 
1957,  the  matter  of  the  new  refinanced  loan  of  the 
bank  to  the  North  Star  partnership  was  called  to 
my  attention,  and  I  was  asked,  as  attorney  for  the 
l)ank,  to  investigate  a  report  that  a  certain  install- 
ment promissory  note,  which  had  played  a  part  in 
the  refinancing  arrangements  between  the  bank  and 
the  North  Star  partnership,  was  actually  held  by 
the  U.  S.  Marshal  at  Nome,  under  attachment.  The 
note  referred  to  was  that  note  dated  September  15, 
1954,  which  was  prepared  by  myself,  and  executed 
in  my  presence  by  Ernest  H.  Gustafson  and  Robert 
H.  Renshaw,  as  partners  in  the  North  Star  partner- 
ship hereinabove  referred  to,  and  delivered  in  my 
presence  to  Will  M.  Gillis,  of  Nome,  Alaska,  on 
that  date.  The  said  note  is  an  installment  promis- 
sory note  in  the  principal  sum  of  $19,854.83.  The 
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Will  M.  Gillis  mentioned  above  is  the  same  Will  M. 
Gillis  who  is  plaintiff  in  a  civil  action,  number  4180, 
in  the  District  Court  for  the  Second  Judicial  Divi- 
sion of  Alaska,  Will  M.  Gillis  vs.  Miners  and 
Merchants  Bank.  The  said  installment  promissory 
note  was  secured  by  a  Second  Real  and  Chattel 
Mortgage  upon  the  North  Star  building  and  other 
property,  and  this  second  mortgage  was  executed 
and  delivered  to  Mr.  Gillis  in  my  presence  at  Nome, 
on  September  15,  1954.  The  Miners  and  Merchants 
Bank  of  Alaska,  Nome,  held  a  prior  first  mortgage 
upon  the  same  property,  which  mortgage  was  fully 
satisfied  at  the  time  of  the  refinanced  loan  refeiTed 
to  first  above. 

Upon  investigation,  I  found  that  the  actual  in- 
stallment promissory  note  of  September  15,  1954, 
was  in  the  possession  of  the  United  States  Marshal, 
Nome,  Alaska,  under  attachment  in  a  civil  action 
which  had  been  tried  in  Nome  in  late  February, 
1957,  in  the  District  Court.  This  action  was  Joseph 
Wallace  vs.  Will  M.  Gillis,  No.  4107.  I  further 
ascertained  that  the  note  had  been  surrendered  to 
the  marshal  by  Mr.  Gillis  under  writ  of  attachment 
issued  in  civil  action  number  4107  upon  the  original 
filing  of  that  suit  in  the  Fall  of  1956,  and  that 
upon  trial  in  late  February,  1957,  Mr.  Wallace  had 
obtained  judgment  against  Mr.  Gillis  in  a  total 
sum  of  slightly  over  $15,000.00.  The  marshal  also 
informed  me  that  as  far  as  he  knew,  he  would  be 
asked  to  sell  the  said  note  and  the  interest  secured 
therein  in  the  North  Star  property,  at  marshaPs 
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sale,  in  order  to  satisfy  the  judgment  of  Mr.  Wal- 
lace against  Mr.  Grillis. 

At  this  time  I  contacted  Mr.  Fred  D.  Crane,  at- 
torney for  Mr.  Gillis  in  the  case  brought  by  Joseph 
Wallace.  The  first  meeting  with  Mr.  Crane  was  on 
or  about  the  20th  day  of  April,  1957,  at  Mr.  Crane 's 
office.  I  discussed  the  matter  of  the  attached  note 
with  Mr.  Crane,  and  the  position  of  the  parties 
involved,  that  is,  that  the  North  Star  partners  had 
purchased,  in  good  faith,  the  installment  promis- 
sory note  under  attachment,  from  Mr.  Gillis,  in  late 
January,  1957,  for  the  cash  smn  of  $15,000.00,  and 
that  Mr.  Gillis  had  executed  a  full  satisfaction  of 
the  said  note  and  second  real  and  chattel  mortgage 
upon  receipt  of  these  funds.  I  further  pointed  out 
to  Mr.  Crane  that  the  sale  of  this  note  at  marshal's 
sale  to  a  third  party  under  the  circumstances  would 
force  the  North  Star  partners  or  the  Miners  and 
Merchants  Bank,  as  holder  of  a  large  refinanced 
loan  to  the  North  Star  partnership,  to  protect  their 
interests.  I  asked  Mr.  Crane  to  discuss  this  matter 
with  Mr.  Gillis  in  an  eifort  to  reach  a  fair  and 
equitable  solution  to  the  problem,  and  in  order  that 
no  parties  involved  would  be  injured.  Mr.  Crane 
agreed  to  discuss  the  situation  with  Mr.  Gillis  in 
an  effort  to  reach  a  solution,  and  to  advise  me. 

Nearly  a  month  went  by,  and  I  did  not  hear  any- 
thing from  either  Mr.  Crane  or  Mr.  Gillis. 

During  the  latter  part  of  May,  1957,  I  again 
contacted  Mr.  Crane  about  the  matter  which  we  had 
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previously  discussed,  and  informed  Mm  that  insofar 
as  I  was  able  to  learn  from  the  office  of  the  IT.  S. 
Marshal,  at  Nome,  the  said  installment  note  was  to 
be  sold  at  marshal's  sale  to  satisfy  the  balance  due 
in  the  Wallace-Gillis  judgment  in  the  next  few 
weeks.  Mr.  Crane  did  not  state  anything  definite, 
but  indicated  in  a  general  way  that  he  had  men- 
tioned the  matter  to  Mr.  Gillis,  but  that  Mr.  Gillis 
was  not  willing-  to  take  any  steps  to  protect  the 
North  Star  partners  or  the  bank  at  this  time.  I 
again  pointed  out  to  Mr.  Crane  the  serious  possible 
consequences  of  the  situation  if  the  note  fell  into 
the  hands  of  a  third  party  at  marshal's  sale.  Mr. 
Crane  said  he  would  see  what  he  could  do,  but  I 
heard  nothing  from  him. 

On  or  about  the  18th  day  of  June,  1957,  the  U.S. 
Marshal  posted  Notice  of  Sale  of  the  said  install- 
ment promissory  note,  together  with  the  interest 
secured  in  the  property  of  the  North  Star  partners, 
Lot  7,  Block  H,  City  of  Nome,  such  sale  to  be  held 
June  28,  1957,  at  Nome.  Again,  at  this  time,  I  con- 
tacted Mr.  Crane  to  see  if  Mr.  Gillis  would  not 
take  some  steps  to  protect  the  North  Star  partners 
and  the  bank  from  whom  he  had  accepted  $15,000.00 
in  cash  for  the  note  now  beiug  sold  under  attach- 
ment. Mr.  Crane  was  informed  of  the  date  of  the 
sale  at  that  time.  Several  times  in  the  intervening 
period  of  ten  days  between  the  posting  of  Notice  by 
the  marshal  and  the  actual  sale,  Mr.  Crane  was 
contacted  in  an  effort  to  reach  a  solution  which 
would  work  no  hardship  on  any  party  involved.  At 
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no  time  was  any  suggested  solution  offered  by  Mr. 
Gillis  or  his  attorney.  At  one  time,  before  the 
marshal's  sale,  I  met  Mr.  Gillis,  and  since  Mr. 
Crane  had  previously  indicated  he  would  have  no 
objection  to  my  talking  to  Mr.  Gillis  myself,  I 
asked  Mr.  Gillis  to  discuss  the  matter  of  the  note 
sale  with  me.  He  refused  to  do  so,  and  turned  and 
walked  away. 

Two  days  prior  to  the  marshal's  sale  of  the  said 
note,  I  prepared  and  filed  on  behalf  of  the  North 
Star  partnership,  a  Third  Party  Claim  as  to  the 
ownership  of  the  installment  promissory  note  to  be 
sold.  This  Third  Party  Claim  was  executed  by 
Ernest  H.  Gustafson  on  behalf  of  the  partnership, 
and  filed  with  the  IJ.  S.  Marshal,  Nome.  Mr.  Wal- 
lace was  notified  of  this  claim  by  the  marshal,  and 
he  was  asked  to  post  bond,  which  he  did. 

At  the  time  of  the  marshal's  sale,  Mr.  Wallace 
and  his  attorney,  Mr.  Robert  Parrish,  appeared. 
I  was  also  present,  as  was  Chief  Deputy  Marshal 
George  A.  Bayer.  Neither  Mr.  Gillis  nor  Mr.  Crane 
were  present.  At  this  time,  Mr.  Wallace  bid  the 
sum  of  $11,225.00  for  the  note  and  interest  in  the 
North  Star  property  represented  thereby.  This  sum, 
$11,225.00,  was  the  then  balance  due  upon  the  Wal- 
lace-Gillis  judgment,  and  satisfied  such  in  full,  to- 
gether with  all  costs  and  fees.  The  note  was  later 
delivered  by  the  marshal  to  Mr.  Wallace's  attorney, 
Mr.  Robert  Parrish,  of  Fairbanks. 

A  few  days  following  the  marshal's  sale  of  the 
said  installment  note,  or  approximately  on  the  6th 
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or  7th  of  July,  1957,  I  received  a  long  distance 
telephone  call  from  Mr.  Parrish,  indicating  that  he 
and  Mr.  Wallace  had  found  a  buyer  for  the  note 
purchased  at  marshal's  sale  in  Nome,  and  that  un- 
less the  North  Star  partners  or  the  bank  redeemed, 
Mr.  Wallace  would  sell  the  note.  I  advised  Mr. 
Parrish  that  I  would  let  him  know  within  two  or 
three  days.  At  that  time  I  again  called  upon  Mr. 
Crane,  and  advised  him  that  both  the  North  Star 
partners  and  the  bank,  in  order  to  protect  them- 
selves, were  in  a  position  of  being  forced  to  redeem 
the  note  from  Mr.  Wallace.  Mr.  Crane  stated  that 
Mr.  Gillis  was  not  willing  to  take  any  steps  to  assist 
either  the  North  Star  partners  or  the  bank,  though 
no  denial  was  ever  made  that  Mr.  Gillis  had 
received  $15,000.00  for  full  satisfaction  of  the  said 
note. 

Therefore,  in  order  to  protect  the  large  refinanced 
loan  of  the  bank  to  the  North  Star,  of  January, 
1957,  which  because  of  the  circumstances,  had  be- 
come inferior  to  the  Second  Real  and  Chattel  mort- 
gage dated  September  15,  1954,  and  delivered  to 
Mr.  Gillis  to  secure  the  note  which  was  sold  at 
marshal's  sale,  and  to  protect  the  bank  and  North 
Star  from  suit  by  a  third  person  upon  the  note,  the 
North  Star  partners  and  the  bank  gave  notice  of 
intent  to  redeem,  for  the  sum  of  $11,225.00.  This 
was  done,  and  through  funds  furnished  by  the  Min- 
ers and  Merchants  bank,  the  note,  secured  by  the 
second  real  and  chattel  mortgage,  was  redeemed. 
Because  of  the  continued  financial  strain  upon  the 
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North  Star  partnership  in  their  rebuilding  program 
as  a  result  of  the  fire,  the  partnership  had  no  funds 
with  which  to  redeem. 

The  installment  promissory  note  of  September 
15,  1954,  which  was  sold  to  Mr.  Wallace  at  mar- 
shal's sale,  was  delivered  to  me  as  attorney  for  the 
bank  by  Mr.  Parrish  at  the  time  of  payment  to  Mr. 
Wallace  of  $11,225.00,  the  redemption  amount.  This 
payment  was  made  at  Mr.  Parrish 's  office  in  Fair- 
banks, Alaska,  on  July  16,  1957. 

Some  few  days  after  my  return  to  Nome,  which 
was  approximately  one  week  after  the  16th  day  of 
July,  1957,  I  met  Mr.  Crane  in  Nome.  Mr.  Crane 
asked  me  if  the  bank  or  the  North  Star  partners 
had  redeemed  the  note,  to  which  I  answered  in  the 
affirmative.  At  this  time  I  again  asked  Mr.  Crane  if 
some  agreement  could  not  be  reached  which  would 
not  injure  any  of  the  parties  involved.  Mr.  Crane 
answered  that  he  would  talk  to  Mr.  Gillis  again 
sometime,  but  I  was  never  informed  if  this  con- 
versation took  place. 

No  suggestions  were  ever  made  by  Mr.  Gillis  or 
his  attorney  as  to  a  possible  solution  to  the  diffi- 
culty, nor  did  either  ever  indicate  any  desire  to  hold 
a  conference  to  discuss  the  matter.  This  is  the  situa- 
tion which  existed  at  the  time  of  the  filing  of  Mr. 
Gillis'  suit  against  the  Miners  and  Merchants  Bank. 

Dated  this   10th   day   of  April,   1958,   at   Nome, 

Alaska. 

/s/  JAMES  A.  von  der  HEYDT. 
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Subscribed  and  sworn  to  before  me  this  10th  day 
of  April,  1958,  at  Nome,  Alaska. 

[Seal]        /s/  ROBERT  F.  SCOTT, 

Notary  Public  for  Alaska. 

My  commission  Expires  Oct.  28,  1961. 

Receipt  of  copy  acknowledged. 
[Endorsed] :  Filed  May  2, 1958. 


[Title  of  District  Court  and  Cause.] 

Affidavit 

United  States  of  America, 
Territory  of  Alaska^ — ss. 

Robert  A.  Parrish,  being  first  duly  sworn,  upon 
his  oath,  deposes  and  says:  That  he  is  an  attorney 
at  law  and  on  the  18th  day  of  February,  1957,  was 
duly  authorized  to  practice  in  the  District  Court 
for  the  District  of  Alaska,  Second  Division,  and 
was  on  said  day,  or  thereabouts,  in  Nome,  Alaska, 
for  the  purpose  of  engaging  in  the  trial  of  Joseph 

Wallace  vs.  Will  M.  Gillis,  No ,  a  case  in- 

A'olving  a  transaction  relating  to  the  North  Star 
Bakery,  a  second  mortgage  upon  said  building  and 
land,  and  a  certain  promissory  note,  the  indebted- 
ness relating  to  said  mortgage.  That  at  the  begin- 
ning of  said  action,  as  is  more  particularly  evi- 
denced by  the  records  and  filed  therein,  the  said 


110  Will  M.  Gillis  vs. 

note  was  attached  and  the  same  taken  into  the 
possession  of  the  U.  S.  Marshal  of  the  Second  Divi- 
sion, Territory  of  Alaska,  and  posting  made  upon 
the  subject  property,  to-wit:  The  North  Star  Bak- 
ery, had  been  made. 

That  on  the  said  18th  day  of  February,   1957, 
in  the  company  of  his  client,  Joseph  Wallace,  at 
approximately  the  hour   of  9:30   in   the   morning, 
Affiant  and  his  client  went  to  the  office  of  the  U.  S. 
conmiissioner  to  check  the  status  of  the  said  second, 
mortgage;  that  affiant  and  his  client,  the  said  Joe 
Wallace,  were  informed  by  the  U.  S.  commissioner, 
then  on  duty,  that  the  said  mortgage  had  been  re- 
leased by  the  Defendant  in  the  case  and  from  some 
source  it  appeared  that  Miners  &  Merchants  Bank 
had  been   a  party  to   the   negotiation   of  the  new 
mortgage  between  the  North  Star  Bakery  and  said 
bank.  That  thereupon  the  said  Joe  Wallace   and 
youi'  Affiant  did  go  to  the  Miners  and  Merchants 
Bank  and  request  to  see  one  Jerry  Manning,  who 
your  Affiant  believes  to  have  been  president  of  the 
said  bank  or  acting  manager,  and  upon  being  taken 
into  the  office  of  the  said  Jerry  Manning,  Affiant 
inquired  as  to  the  status  of  the  mortgage  and  pa}^- 
ments  due  thereon.   The  said  Jerry  Manning  did 
then  and  there  inform  Affiant  and  his  client,  Joseph 
Wallace,  that  the  bank  had  executed  a  new  mort- 
gage with  the  North  Star  Bakery,  making  arrange- 
ments   to    assimilate    in    some    manner,    the    exact 
natnre   of  which   your   Affiant   is  without   further 
review,  th(^  iTitorost  of  the  said  Gillis  in  the  second 
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mortgage  and  note  under  attachment  in  the  case  to 
be  tried  by  your  Affiant  and  his  client.  That  the 
said  Jerry  Manning  then  and  there  stated  that  the 
sum  of  approximately  $2,000.00  or  $3,000.00,  which 
at  any  rate,  was  the  amount  due  from  the  North 
Star  Bakery  to  the  said  Gillis  at  the  time  of  the 
attachment,  was  being  held  for  payment  over  by 
virtue  of  the  levy  upon  the  said  attachment;  that 
affiant  at  that  time  informed  the  said  Jerry  Man- 
ning that  he  believed  that  the  bank  was  operating 
under  a  mistake  of  law.  However,  the  said  Jerry 
Manning  did  then  and  there  say  that  the  trans- 
action had  been  made  with  the  advice  of  an  attorney 
and  in  the  presence  of  Mr.  Grillis  and  the  owners  of 
North  Star  Bakery.  Very  little  if  anything  else  was 
said  and  your  Affiant  and  Mr.  Wallace  left  the 
bank.  Thereafter,  judgment  was  obtained  upon  the 
said  note  and  that  judgment  was  settled  by  the  said 
bank.  The  facts  i:>^i*taining  to  this  judgment  and 
settlement  would  more  clearly  appear  in  the  records 
and  files  in  that  case.  Affiant  does  not  know  any- 
thing concerning  the  transaction  between  Gillis  and 
the  owners  of  North  Star  Bakery  and  the  bank 
than  what  was  told  to  him  by  the  said  Jerry  Man- 
ning at  that  time  and  he  did  not  discuss  the  case 
with  the  owners  of  the  North  Star  Bakery  or  the 
said  Gillis. 

Further  your  Affiant  sayeth  not. 

/s/  ROBERT  A.  PARRISH, 

Affiant. 
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Subscribed  and  sworn  to  before  me  this  13tli  day 
of  May,  1958. 

[Seal]  /s/  WARREN  WM.  TAYLOR, 

Notary  Public  in  and  for  the  Territory  of  Alaska. 

My  Commission  Expires  May  7,  1961. 
[Endorsed] :  Piled  June  13,  1958. 


[Title  of  District  Court  and  Cause.] 

APPIDAVIT 

United  States  of  America, 
Territory  of  Alaska — ss. 

Pred  D.  Crane  being  first  duly  sworn  on  an  oath 
deposes  and  says:  That  he  is  an  attorney  for  Will 
M.  Gillis.  That  I  have  read  the  Affidavit  of  James 
Yon  Der  Heydt  that  it  is  quite  correct  if  your  af- 
fiant asked  about  the  above  case,  but  your  affiant 
never  had  any  time  rendered  an  opinion  or  made 
any  definite  statement.  Your  affiant  is  however  dis- 
cuss the  case  G.  R.  Jackson  who  is  then  President 
of  the  Miners  and  Merchants  Bank  of  Alaska  the 
particular  discussion  was  the  right  of  the  note  to 
attached  your  affiant  stated  that  he  had  not  gone 
into  the  question  but  that  he  knew  that  Mr.  Parrish 
was  a  careful  attorney  and  undoubtedly  he  knew  his 
procedure. 

Your  affiant  later  examined  the  matter  and  con- 
curred with  Mr.  Parrish  at  the  time  the  transaction 
was  made  between  Will  M.  Gillis  and  the  Miners 
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and  Merchants  Bank  and  the  North  Star,  your 
affiant  was  not  requested  or  invited  to  be  present 
although  it  was  well-known  that  your  affiant  was 
the  attorney  for  Will  M.  Gillis  and  the  defendant  in 
this  action  bought  Gillis'  equity  well  knowing  that 
the  note,  mortgage  and  assets  of  Will  M.  Gillis 
were  under  attachment. 

/s/  FRED  D.  CRANE. 

Subscribed  and  sworn  to  before  me  this  13th  day 
of  June,  1958. 

[Seal]        /s/  MARY  C.  DIEDE, 
Notary  Public  in  and  for  the  Territory  of  Alaska. 

My  Commission  expires  Oct.  24,  1960. 
[Endorsed] :     Filed  June  13,  1958. 


[Title  of  District  Court  and  Cause.] 

TRANSCRIPT  OF  DECISION  ON  MATTER 
FOR  SUMMARY  JUDGMENT 

Before:  Honorable  Walter  H.  Hodge, 
District  Judge. 

Appearances : 

TAYLOR  &  TAYLOR, 

Fairbanks,  Alaska,  and 

FRED  D.  CRANE, 

Nome,  Alaska, 
For  Plaintiff. 
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JAMES  A.  von  cler  HEYDT, 
Nome,  Alaska, 

For  Defendant. 

Nome,  Alaska,  June  13,  1958. 

Be  It  Remembered  that  at  2:00  p.m.,  Friday, 
June  13,  1958,  the  above-entitled  matter  came  on  to 
be  heard  with  respect  to  the  defendant's  motion  for 
summary  judgment.  Mr.  von  der  Heydt  was  present 
in  court ;  counsel  for  the  plaintiff  did  not  appear. 

The  Court:  This  is  the  time  set  for  the  hearing- 
as  twice  continued  at  the  request  of  the  plaintiff,  of 
the  motion  of  the  defendant  for  summary  judgment 
in  the  ease  of  Will  P.  Gillis  vs.  The  Miners  and 
Merchants  Bank  of  Alaska,  No.  1180.  It  appears 
that  oral  argument  on  the  motion  will  not  be  neces- 
sary or  required  by  the  Court,  pursuant  to  the  pro- 
visions of  Rule  5  (c)  of  our  Amended  Uniform 
Rules.  The  record  may  show  counsel  for  the  defend- 
ant present.  One  of  the  joint  counsel  for  the  plain- 
tiff is  confined  in  the  hospital,  l^ut  we  have  l^een  in 
touch  with  him  several  times  concerning  this  matter 
and  he  informed  me  just  this  morning  that  he  would 
not  request  oral  argument  on  the  matter  and  agreed 
that  the  matter  be  submitted  upon  the  pleadings, 
the  depositions,  the  affida^-its  and  the  briefs  on  file, 
and  I  understand  from  counsel  for  the  defendant 
Bank  that  he  is  likewise  agi'eeable. 

Mr.  Von  Der  Heydt:  Yes,  your  Honor.  I  would 
like  only  to  state  that  I  have  had  no  oppoi-tunity  to 
read  Mr.  Crane's  affidavit  or  Mr.  Parrish's  affidavit 
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which  the  Court  Reporter  just  handed  me  as  you 
came  in  the  room,  but  I  presume 

The  Court :  I  think  we  can  dispose  of  those  also, 
without  this  necessity  of  hearing  from  you  concern- 
ing them. 

It  will  be  noted  that  plaintiff's  brief  in  opposition 
to  defendant's  motion  was  received  just  today,  which 
may  be  filed,  from  the  oiftce  of  Taylor  and  Taylor  at 
Fairbanks,  together  with  an  exhibit  and  together 
with  the  affidavits  of  Fred  D.  Crane  and  of  Robert 
A.  Parrish,  which  may  be  filed.  This  despite  the 
fact  that  this  motion  has  been  set  for  hearing  since 
May  6,  or  more  than  a  month,  and  that  defendant's 
brief  has  been  on  file  since  May  17,  and  the  deposi- 
tions in  support  of  the  motion  have  been  on  file 
since  April  11.  Ample  opportunity  has  then  been 
afforded  the  plaintiff*  to  oppose  the  motion. 

I  have  gone  into  the  matter  very  thoroughly  and 
am  prepared  to  announce  decision  upon  it  at  this 
time.  The  situation  is  rather  complex,  but  yet  in  the 
final  analysis,  I  find  that  the  issues  are  quite  simple. 
In  the  fii'st  place  two  things  are  essential  to  be  shown 
in  order  that  the  court  may  grant  the  relief  re- 
quested by  the  defendant  on  its  counterclaims,  pur- 
suant to  Rule  56  of  the  Federal  Rules  of  Civil 
Procedure.  The  first,  of  course,  is  that  the  pleadings, 
depositions,  affidavits  and  admissions  on  file  show 
that  there  is  no  genuine  issue  as  to  any  material 
fact,  and  the  second  is  that  it  must  be  shown  that 
the  moving  party  is  entitled  to  judgment  as  a  matter 
of  law. 

Taking  up  first  the  matter  of  whether  or  not  there 


116  Will  M.  Gillis  vs. 

is  any  genuine  issue,  I  refer  first  to  the  pleadings. 
All  of  the  material  allegations  of  the  defendant's 
counterclaim  are  admitted  by  the  reply  of  the  plain- 
tiff, except  as  to  certain  facts  which  are  denied 
either  generally  or  on  information  and  belief.  Most 
significant  to  me  is  the  admission  in  the  reply  of  the 
allegation  of  the  Bank  that  at  the  time  plaintiff  re- 
ceived from  the  defendant  the  sum  of  $15,000.00  in 
full  payment  of  the  promissory  note  held  by  him  of 
which  the  North  Star  Partners  were  the  makers,  the 
plaintiff  knew  that  the  note  was  not  in  his  possession 
but  had  been  attached  by  the  United  States  Marshal. 
That  admission  to  me  is  most  controlling  here.  The 
plaintiff  does  deny  that  he  intentionally  withheld 
and  kept  such  fact  from  the  knowledge  of  the  de- 
fendant and  the  North  Star  for  the  purpose  of  ob- 
taining payment  of  $15,000.00.  But  I  do  not  believe 
that  such  intention,  if  that  be  true,  is  material  here. 
The  fact  is  that  he  accepted  payment  of  the  note 
which  he  did  not  then  have  in  his  possession  or  con- 
trol. 

As  to  the  other  denials,  it  has  been  held  by  this 
Court  upon  authority  of  other  decisions,  that  mere 
denials  are  not  sufficient  to  prevent  the  entry  of  a 
summary  judgment,  and  that  is  especially  true 
where  the  depositions  and  affidavits  reveal  no  dis- 
pute of  any  material  fact,  and  I  am  referring  to  the 
decision  in  the  case  of  Weston  vs.  Noble,  repoi'ted 
in  19  Federal  Rules  Decisions  at  page  416,  in  a  case 
I  had  at  Fairbanks,  and  the  case  of  Engl  vs.  Aetna 
Life  Insurance  Co.,  139  F.  2d  469,  together  with 
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other  authorities  referred  to  in  defendant's  supple- 
mental brief. 

Turning  then  to  the  depositions  and  affidavits, 
upon  very  careful  analysis  I  find  only  one  supposed 
issue  of  fact  controverted,  and  that  is  the  allegation 
of  the  plaintiff  that  the  defendant  Bank  knew  of 
the  attachment  of  the  note  and  interest  of  the  North 
Star  under  the  mortgage  securing  the  note  at  the 
time  they  made  payment  of  it  to  Gillis.  The  deposi- 
tions of  Mr.  James  G.  Manning  of  the  Bank,  and  of 
Ernest  Gustafson  of  the  North  Star  partnership, 
deny  that.  In  response  to  such  allegation,  the  plain- 
tiff has  filed  an  affidavit  of  Robert  A.  Parrish  who 
was  the  attorney  for  Joseph  Wallace  in  the  suit 
against  Gillis  in  which  the  note  was  attached,  and 
by  this  affidavit  he  recites  a  conversation  with  Mr. 
Manning  of  the  Bank  on  the  18th  of  February,  1957, 
regarding  the  sale  by  the  Marshal  of  this  note,  which 
was  subsequent  to  the  attachment,  but  prior  to  the 
sale.  It  is  significant  that  this  conversation  was 
after  the  payment  by  the  Bank  to  Gillis,  which  vras 
on  January  30.  Therefore,  this  affidavit  does  not 
controvert  the  allegation  of  the  Bank  that  they  had 
no  such  knowledge.  The  affidavit  of  Mr.  Crane 
states  broadly  that  the  defendant  bought  Gillis' 
equity  well  knowing  that  the  note,  mortgage  and 
assets  of  Will  M.  Gillis  were  under  attachment.  That 
is  not  supported  by  any  definite  statement  of  fact. 
I  also  find  that  even  if  it  were  true  that  the  Bank 
knew  or  should  have  kno\\TL  of  such  attachment, 
such  knowledge  or  imputed  knowledge  would  not  be 
material  to  this  controversy  for  the  reasons  which  I 
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mil  later  explain.  Therefore  I  find  that  there  is  no 
issue  of  any  material  fact  for  trial  in  this  case.  That 
is,  I  should  perhaps  qualify  that  by  saying  there 
is  no  genuine  issue.  The  facts  are  clearly  not  in 
dispute  so  far  as  they  are  material  to  this  motion. 

We  then  come  to  the  question  of  whether  or  not 
under  the  undisputed  facts  the  Bank  is  entitled  to 
judgment  as  a  matter  of  law.  The  plaintiff  has  not 
sought  summary  judgment  but  ol^viously  he  is  not 
entitled  to  judgment  under  these  facts,  either  under 
his  first  cause  of  action  or  upon  the  second,  which 
is  contingent  upon  the  first,  because  for  the  plaintiff 
to  recover  the  amount  of  money  held  in  the  Bank 
would  l^e  an  unjust  enrichment  of  the  worst  sort 
and  is  not  justifiable  either  in  law  or  equity  or 
justice  or  common  sense. 

T  also  believe  that  the  Bank  is  not  entitled  to 
summary  judgment  for  the  sum  of  $15,000.00  ])aid  to 
Gillis  to  satisfy  the  note,  for  several  reasons.  First, 
the  Bank  is  not  damaged  thereby.  The  Bank  now 
holds  the  note  of  the  North  Star  which  includes  this 
indebtedness  which  they  paid  on  behalf  of  the  North 
Star,  and  holds  ample  security  for  such  note.  Sec- 
ond, seeking  to  recover  the  amount  voluntarily  paid 
to  Gillis  without  recovering  the  note  would  j)robably 
be  an  inconsistent  position  and  the  doctrine  of 
estoppel  would  likely  apply.  Now  it  is  suggested  that 
the  Bank  as  the  present  holder  in  due  course  of  the 
note  by  reason  of  the  final  redemption  to  Wallace 
from  the  Marshal's  sale  might  still  recover  against 
the  North  Star.  I  do  not  think  that  is  true  as  a  mat- 
ter of  law,  for  the  reason  that  there  has  been  a  com- 
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plete  accord  and  satisfaction  between  the  Bank  and 
the  North  Star  for  the  indebtedness  represented  by 
the  note,  which  is  the  same  debt,  except  a  new  note; 
and  for  the  further  reason  that  the  North  Star  is 
not  a  party  to  this  action. 

On  the  other  hand  I  believe  it  is  equally  clear 
that  the  Bank  is  entitled  to  recover  the  sum  of  $11,- 
225.00,  which  it  is  holding  in  a  suspense  account 
by  reason  of  the  payment  which  the  Bank  w^as  un- 
doubtedly required  to  make  for  its  security  to  the 
judgTnent  creditor,  Wallace,  who  certainly  was  a 
holder  in  due  course  of  the  note,  by  reason  of  which 
the  Bank's  situation  with  respect  to  the  indebted- 
ness owing  to  it  by  the  North  Star  was  indeed 
endangered,  for  instead  of  a  first  lien  the  Bank 
then  found  its  position  was  subordinate  to  that  of 
Wallace. 

The  plaintilf  seems  to  rely  wholly  or  almost 
wholly  upon  the  assignment  which  he  gave  to  the 
Bank  for  repayment  to  the  Bank  of  advances  on 
his  contract,  claiming  that  the  Bank  could  not  with- 
hold more  than  was  contemplated  by  the  assignment. 
I  do  not  think  that  is  true  as  a  matter  of  law,  for 
surely  the  Bank  has  a  lien  upon  moneys  in  its  pos- 
session belonging  to  the  depositor  or  for  any  in- 
debtedness owing  to  the  Bank.  I  believe  that  the 
Bank  is  entitled  to  such  money  either  upon  the 
principle  of  restitution  as  set  forth  in  defendant's 
counterclaim  and  brief,  or  upon  the  theory  of  sub- 
rogation to  the  rights  of  Wallace  as  judgment 
creditor,  or  both.  As  a  matter  of  fact,  subrogation 
is  in  a  sense  a  method  of  restitution.  I  find  that  in 
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laAv  and  in  equity  the  Bank  is  entitled  to  that  money, 
and  it  certainly  would  be  most  unjust  that  Gillis 
should  recover  it  and  thus  enrich  himself  by  receipt 
of  money  for  payment  of  a  note  which  has  already 
been  paid  to  him  as  a  matter  of  fact,  which  has,  in  a 
sense,  been  paid  twice,  because  not  only  did  he  get 
the  monej^  for  the  note  but  he  also  through  this 
action  of  the  Bank  secured  payment  of  a  judgment 
against  him. 

The  only  possible  theory  advanced  by  the  briefs 
upon  which  the  Bank  would  be  denied  such  remedy 
is  not  actually  suggested  by  counsel,  but  I  presume 
it  would  be  an  estoppel  by  reason  of  the  negligence 
which  they  claim  of  the  Bank  in  making  payment 
of  the  note  to  Gillis  without  getting  the  note.  Again 
it  is  not  suggested  as  to  why  such  negligence,  if 
there  was  negligence,  would  be  a  defense,  but  I  can 
conceive  that  it  would  be  only  on  that  theory.  Ex- 
amining the  text  of  estoppel  in  19  Am.  Jur.  refer- 
ence is  made  to  the  fundamental  principle  of  equita- 
ble estoppel  which  is  that  a  party  will  not  be  per- 
mitted to  occupy  inconsistent  positions  or  take  a 
position  in  regard  to  a  matter  which  is  directly 
contrary  to  or  inconsistent  with  one  previously  as- 
sumed by  him  or  it.  I  can  find  no  such  inconsistency 
in  the  claim  of  the  Bank  to  recover  the  $11,225.00 
which  they  werc^  forced  to  ]jay  in  order  to  pi'otect 
their  interest,  to  the  judgment  creditor.  T  also  find 
by  the  same  text.  Sec.  66,  that  mere  carelessness  or 
neglect  of  what  would  be  prudent  in  respect  of  the' 
intei-est  of  the  party  claimed  to  be  estopjjed  is  not 
sufficient  to  estop  him  from  claiming  such  remedy. 
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Therefore  I  cannot  find  that  the  Bank  by  reason  of 
any  negligence  in  failing  to  obtain  possession  of  the 
note  is  estopped  from  asserting  the  present  remedy. 

I  find,  therefore,  from  the  pleadings,  the  deposi- 
tions, the  affidavits,  and  the  briefs  on  file,  that  the 
defendant  Bank  is  entitled  to  recover  judgment  upon 
its  counterclaim  against  the  plaintiff  Gillis  in  the 
sum  of  $11,225.00,  together  with  interest  thereon  at 
6%  from  July  18,  1957,  which  is  the  date  of  their 
payment  of  this  sum  to  Wallace,  and  that  the  Bank 
may  apply  against  such  judgment  the  sum  of  $11,- 
225.00  which  it  is  holding  in  a  suspense  account — 
I  think  represented  by  a  cashier's  check. 

The  Bank  is  also  entitled  to  recover  its  costs,  in- 
cluding the  cost  of  necessary  depositions,  and  an 
attorney's  fee  which  should  be  computed  according 
to  Rule  25,  which  I  find  will  amount  to  $724.50. 
Judgment  may  be  presented  accordingly  in  favor  of 
the  defendant  on  its  counterclaim.  As  I  recall,  no 
findings  of  fact  or  conclusions  of  law  will  be  neces- 
sary. That  is  true  under  the  provisions  of  Rule  52  of 
the  Rules  of  Civil  Procedure.  I  think  that  covers  it. 
Did  I  miss  anything,  counsel? 

Mr.  Von  Der  Heydt:  I  do  not  believe  so,  your 
Honor. 

(There  were  no  further  proceedings  in  this 
matter  and  coiu't  remained  in  session  for  other 
business.) 

This  will  certify  that  I,  Mary  C.  Diede,  in  my 
official  capacity  as  Court  Reporter,  United  States 
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District  Court,  Second  Division,  Alaska,  did  report 
the  oral  proceedings  in  open  court  in  cause  No.  4180 
on  June  13,  1958,  at  Nome,  Alaska ; 

That  I  reported  such  proceedings  in  stenograph 
machine  shorthand  and  that  the  foregoing  pages 
numbered  1  to  8,  inclusive,  contain  a  full,  true 
and  accurate  transcript  of  the  proceedings,  pre- 
pared by  me  from  my  original  notes  to  the  best  of 
my  knowledge  and  ability. 

Dated  at  Nome,  Alaska,  this  18th  day  of  June. 
1958. 

/s/  MARY  C.  DIEDE. 

[Endorsed]:  Filed  June  18, 1958. 


In  the  District  Court  for  the  District  of  Alaska, 
Second  Judicial  Division 

No.  4180  Civil 

WILL  M.  GILLIS, 

Plaintiff, 

vs. 

MINERS    AND    MERCHANTS    BANK    OF 
ALASKA, 

Defendant. 

SUMMARY  JUDGMENT 

This  Matter  having  come  on  for  hearing  before 
the  Court  at  Nome,  Alaska,  on  the  13th  day  of  June, 
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1958,  on  defendant's  motion  for  Summary  Judgment 
under  Rule  56  FRCP,  and  the  Court  thereupon 
having  rendered  its  decision  upon  said  motion. 

And,  it  appearing  to  the  Court  that  the  plead- 
ings, depositions,  admissions  and  affidavits  on  file 
herein  show  that  there  is  no  genuine  issue  as  to  any 
material  fact;  that  all  relief  sought  by  the  plain- 
tiff in  this  action  should  be  denied,  and  that  defend- 
ant is  entitled  to  judgment  as  a  matter  of  law  upon 
counterclaim  against  plaintiff, 

Now,  Therefore,  it  is  hereby  Ordered,  Adjudged, 
and  Decreed, 

1.  Defendant's  motion  for  Summary  Judgment 
is  gi-anted,  and  defendant  shall  have  and  recover 
from  plaintiff"  upon  its  Second  conterclaim,  the  sum 
of  $11,225.00,  plus  interest  at  the  rate  of  6%  per 
annum  from  July  18,  1957,  until  paid,  together 
with  defendant's  costs  incurred  herein  to  be  taxed 
by  the  Clerk  of  this  Court,  which  costs  shall  in- 
clude the  sum  of  $724.50  as  an  attorney  fee  for  de- 
fendant to  be  endorsed  hereon  by  the  clerk. 

2.  The  defendant  may  apply  in  partial  satisfac- 
tion of  this  judgment  monies  of  plaintiff  in  the 
amount  of  $11,225.00,  which  defendant  has  in  its 
possession. 

3.  All  relief  sought  by  j)laintiff  be  and  it  hereby 
is  denied,  and  plaintiff'  shall  have  and  recover  noth- 
ing by  this  action,  and  plaintiff's  cause  of  action  is 
dismissed. 
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Done  at  Nome,  Alaska,  this  30th  day  of  June, 
1958. 

/s/  WALTER  H.  HODGE, 
District  Judse. 


•^t)^ 


$86.50  costs. 

/s/  J.  M.  KROMINGER, 
Clerk. 

Lodged:     June  23,  1958. 
[Endorsed]:     Filed  June  30,  1958. 


[Title  of  District  Court  and  Cause.] 

NOTICE  OF  APPEAL 

Notice  is  hereby  given  that  Will  M.  Gillis,  plain- 
tiff above  named,  hereby  appeals  to  the  United 
States  Court  of  Appeals  for  the  Ninth  Circuit  from 
the  smnmary  judgment  entered  in  this  action  on; 
June  30,  1958. 

Dated:     July  17,   1958. 

/s/  FRED  D.  CRANE, 

Attorney  for  Appellant. 

[Endorsed]:     Filed  July  17,  1958. 
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In  the  District  Court  for  the  District  of  Alaska, 
Second  Judicial  Division 

No.  4180 

WILL  M.  GILLIS, 

Plaintiff, 

vs. 


MINERS  &  MERCHANTS  BANK 


Defendant. 

TRANSCRIPT  OF  PROCEEDINGS 

Before:  Honorable  Walter  H.  Hodge, 
District  Judge. 

Appearances : 

TAYLOR  &  TAYLOR, 

Fairbanks,  Alaska,  and 
FRED  D.  CRANE, 

Nome,  Alaska, 
For  Plaintiff. 

JAMES  A.  VON  DER  HEYDT, 

Nome,   Alaska, 

For  Defendant. 

February  28;  June  12;  June  13,  1958 

Be  It  Remembered  that  at  approximately  10:15 
a.m.,  February  28,  1958,  court  ha^■ing  convened 
previously  for  other  business,  the  motion  of  the  de- 
fendant to  dismiss  in  cause  No.  4180  came  on  regu- 
larly to  be  heard.  The  plaintiff  was  represented  by 
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Fred  D.  Crane  and  the  defendant  was  represented 
by  Mr.  James  A.  von  der  Heydt,  the  Honorable 
Walter  H.  Hodge  presiding. 

The  Court :  Gillis  vs.  Miners  &  Merchants  Bank, 
No.  4180,  the  motion  of  the  defendant  to  dismiss.  I 
presimie  counsel  would  like  to  be  heard. 

Mr.  Crane :     Yes,  your  Honor. 

The  Court:  Very  well.  Suppose  I  take  care  of 
these  contested  matters  first,  and  we  will  take  this 
motion  up. 

(The    Court    then    heard    proceedings    with 
reference   to   other  matters.) 

The  Court:  Now  then,  we  will  take  up  the 
motion  in  the  case  of  Gillis  vs.  Miners  &  Merchants 
Bank.  I  have  read  the  briefs  submitted  by  the 
parties,  and  the  pleadings,  and  have  examined  the 
decisions  available  here  that  are  cited  by  counsel  in 
their  briefs,  although  not  too  thoroughly  as  yet,  to- 
gether with  some  other  authorities  which  I  have 
looked  into.  But  I  would  like  to  hear  from  counsel 
in  support  of  his  motion  if  there  is  anything  further 
that  he  would  like  to  add  to  the  brief,  or  that  which 
may  be  urged,  particularly  with  respect  to  the 
motion  on  both  counts. 

(Arguments  of  counsel  were  not  reported.) 

The  Court :  Gentlemen,  it  is  true,  of  course,  that 
under  the  Federal  Rules  of  Civil  Procedure  evi- 
dentiary facts  need  not  be  pleaded.  There  is  a  dis- 
tinction, as  we  had  pointed  out  in  a  previous  case 
in  this  court,  between  the  former  principle  of  plead- 
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ing  a  cause  of  action  and  the  present  rule  of  plead- 
ing a  claim,  and  to  the  extent  that  the  former  rule 
applies,  two  of  the  cases  cited  by  counsel  for  the  de- 
fendant in  their  brief  have  no  application  here. 
That  is  the  case  of  Baltimore  Steamship  Comj^any 
vs.  Phillips,  274  U.S.  316,  and  Miller  vs.  National 
Bank,  166  F.  2d  723,  727.  The  former  was  a  decision 
of  the  Supreme  Court  long  before  adoption  of  the 
Federal  Rules,  and  the  latter  is  a  decision  under 
the  New  York  Civil  Practice  Act  and  not  the  Fed- 
eral Rules.  However,  the  courts  have  not  gone  so  far 
as  to  hold  that  you  need  not  plead  facts  sufficient  to 
constitute  a  claim,  and  I  rather  think  that  the  Rule 
as  stated  by  the  Circuit  Court  for  the  Ninth  Circuit 
in  the  case  of  Patten  vs.  Dennis  (134  F.  2d  137, 
CCA  9,  1943)  is  about  as  clear  as  we  have  in  this 
jurisdiction  on  that  point.  That  is,  that  there  still 
must  be  pleaded  a  statement  of  sufficient  facts  show- 
ing a  right  in  the  claim  and  the  violation  of  that 
right. 

In  this  respect  I  find  that  the  claim  is  faulty.  It 
does  not,  as  claimed  by  plaintiff  in  his  supplemental 
brief,  show  either  by  the  claim  itself  of  the  assign- 
ment pleaded  as  an  exhibit  that  there  was  an  agree- 
ment to  promptly  account  and  remit  to  plaintiff  an 
excess  over  the  advances  by  the  Bank.  It  does  not, 
as  also  claimed  l)y  the  plaintiff,  contain  any  allega- 
tion or  claim  that  the  money  was  misapj)ropriated 
by  the  Bank  under  some  pretense  of  creating  an  ex- 
pense account.  The  complaint  merely  states  that 
there  was  an  assignment  to  the  Bank,  which  is  an 
exhibit,  and  that  the  Bank  coUected  certain  moneys 
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on  this  assignment  and  wrongfully  misappropriated 
the  balance.  But  the  assignment  being  pleaded  as  an 
exhibit  is  a  part  of  the  comjDlaint,  and  when  we  read 
the  assignment  we  find  that  it  is  an  assignment  of  all 
amounts  then  due  or  owing  or  which  may  thereafter 
become  due  and  owing  by  the  City  of  Nome  to  the 
plaintiif,  and  we  further  find  that  the  assigTiment  is 
expressly  made  to  secure  and  provide  for  the  pay- 
ment of  any  and  all  obligations  now  due  and  OAving 
or  which  may  be  hereafter  due  and  owing  by  the 
assignor  or  the  plaintiff  to  the  Bank.  There  is  no 
allegation  whatever  in  the  complaint  that  all  obliga- 
tions secured  by  the  assignment,  obligations  of  the 
plaintiff,  were  in  fact  paid,  and  unless  there  is  such 
a  claim  surely  the  complaint  does  not  state  a  claim. 

There  is  another  rule,  of  course,  that  the  claim 
must  show  sufficient  facts  to  enable  the  defendant  to 
plead  to  it,  that  is,  sufficient  to  advise  the  other  party 
in  order  that  he  ma}^  plead.  Legal  conclusions  of  law 
are  not  enough,  and  1  find  that  the  complaint  is  ob- 
viously faulty  in  that  it  does  not  claim  any  breach 
of  conditions  of  the  assignment  which  is  pleaded, 
and  that  unless  a  claim  is  made  that  all  indebted- 
ness secured  by  the  assignment  was  paid,  there  is  no 
claim  for  either  moneys  received,  or  debt,  or  con- 
version. Conversion  is  apparently  what  is  intended. 

Therefore  I  find  that  the  first  cause  of  action  fails 
to  state  a  claim.  If  it  be  a  fact  that  all  indebtedness 
was  paid  by  the  Bank  and  that  there  was  an  agTee- 
ment  that  the  Bank  should  remit  the  excess  collected 
by  it  promptl}^  to  the  plaintiff,  then  such  should  be 
pleaded.  We  cannot  guess  at  it  as  the  Court  here  is 
requested  to  do. 
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As  to  the  second  count,  it  is  not  clear  from  the 
complaint  whether  the  damages  claimed  are  for  loss 
of  profits  or  whether  for  expense  or  penalty  or  what. 
And  I  think  that  is  hardly  sufficient  to  enable  the 
defendant  to  plead  to  it.  But  there  is  a  greater 
fault.  It  is  claimed  by  the  defendant  that  damages 
for  loss  of  profits  will  not  lie  in  an  action  on  a  con- 
tract as  not  contemplated  by  the  parties.  There  is 
generally  such  a  rule,  but  it  is  also  true  that  dam- 
ages may  be  recovered  in  a  proper  case  in  an  action 
for  conversion.  Whether  or  not  this  claim  is  actually 
for  conversion  or  whether  for  money  had  or  received 
it  is  difficult  to  determine.  It  is  also  claimed  that 
damages  must  not  be  remote  and  speculative,  but 
that  is  more  a  matter  of  proof  than  a  matter  of 
pleading. 

The  difficulty,  as  I  find  it,  as  to  Count  No.  2,  is 
that  unless  a  cause  of  action  is  pleaded  in  Count  No. 
1  for  conversion,  there  is  no  claim  imder  Count  No. 
2,  which  incorporates  Count  1  in  Count  2.  There- 
fore, because  the  first  claim  incorporated  in  the 
second  does  not  plead  clearly  a  claim  in  conversion 
of  specific  money  or  property,  a  claim  for  damages 
for  such  conversion  must  also  fail. 

Now  in  this  connection  I  am  not  convinced  that 
the  party  seeking  recovery  for  trover  or  conversion 
need  recover  the  specific  property  in  the  sense  that 
defendant  here  claims,  that  is,  that  it  has  to  be  the 
same  check  or  money  order  or  draft.  I  do  not  think 
that  decision  intends  to  go  that  far.  But  there  must 
be  a  claim  for  s])ecific  property  in  the  sense  of 
money  had  and  received  by  the  Bank,  as  here,  for  a 


130  Will  M.  Gillis  vs. 

specific  purpose.  So  iii  the  absence  of  a  sufficient 
claim  in  conversion — for  conversion — there  is  no 
sufficient  claim  for  damages,  because  obviously  if 
this  be  merely  a  claim  for  debt  then  damages  for 
loss  of  profits  would  not  be  permissible  at  all.  So 
again  the  claim  imder  Count  2  must  depend  upon 
proper  allegations  of  the  complaint  for  conversion 
in  Count  1. 

Therefore,  I  find  that  the  motion  to  dismiss  must 
be  granted  for  want  of  the  complaint  to  state  a 
claim.  However,  the  plaintiff  may  have  leave  to 
amend,  if  the  claim  can  be  properly  pleaded.  How 
much  time  would  you  like  ? 

Mr.  Crane:  I  would  like  at  least  20  days,  your 
Honor,  because  I  am  going  to  be  away  from  Nome 
for  seven  days,  going  out  of  here  tomorrow,  and 
then  I  will  have  to  go  to  Fairbanks  on  the  14th 
to  try  a  case  on  the  17th. 

The  Court:  Very  well.  Any  objections  to  20  days, 
counsel  ? 

Mr.  Von  Der  Heydt:  No,  your  Honor.  That  is 
quite  all  right. 

The  Court:  A  minute  order  may  be  entered 
granting  the  motion  of  the  defendant  to  dismiss  as 
to  both  causes  of  action,  with  20  days'  leave  to  the 
plaintiff  to  amend. 

(There  were  no  further  ijroceedings  in  this 
matter  at  this  time.) 

(On  June  6,  1958,  a  minute  order  was  entered 
continuing  the  hearing  of  defendant's  motion 
for  summary  judgment  until  June  12, 1958.) 
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Be  It  Remembered  That  1:30  p.m.,  Thursday, 
June  12,  1958,  in  open  court  the  following  proceed- 
ings took  place  with  reference  to  cause  No.  4180. 
Mr.  James  A.  von  der  Heydt  was  present  for  the 
defendant;  counsel  for  plaintiff  was  unable  to  be 
present;  the  Honorable  Walter  H.  Hodge  presiding. 

The  Court :  We  were  to  take  up  at  this  time  the 
case  of  Gillis  vs.  Miners  and  Merchants  Bank,  No. 
4180.  I  have  by  telephone  conversed  with  a  Mrs. 
Jackson  at  Fairbanks,  a  law  clerk  in  Mr.  Taylor's 
office  and  agreed  to  extend  until  tomorrow  the  time 
for  filing  briefs  on  behalf  of  the  plaintiff  in  this 
case.  I  see  by  the  file  that  it  has  not  yet  been  filed. 
The  difficulty  stems  in  part  from  Mr.  Crane 's  illness, 
but  she  seemed  to  ))e  of  the  opinion  that  all  matters 
had  been  postponed  in  which  he  was  interested  and 
I  informed  her  to  the  contrary.  So  if  there  is  no 
objection 

Mr.  Von  Der  Heydt :  Do  you  wish  to  set  it  over 
then?  Until  1:30  tomorrow? 

The  Court:     Yes,  1:30  tomoiTow. 

(There  were  no  further  j^roceedings  in  the 
matter  at  this  time.) 

Be  It  Remembered  that  at  2:00  p.m.  Friday, 
June  13,  1958,  the  above-entitled  matter  came  on  to 
be  heard  with  respect  to  the  defendant's  motion 
for  siunmary  judgment.  Mr.  von  der  Heydt  was 
present  in  court  for  the  defendant;  counsel  for 
Ijlaintiff  did  not  appear.  The  Honorable  Walter  H. 
Hodge  presided. 

The  Court:     This  is  the  time  set  for  the  hearing 
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as  twice  continued  at  the  request  of  the  plaintiff, 
of  the  motion  of  the  defendant  for  summary  judg- 
ment in  the  case  of  Will  P.  Gillis  vs.  The  Miners 
and  Merchants  Bank  of  Alaska,  No.  4180.  It  ap- 
pears that  oral  argument  on  the  motion  will  not  be 
necessary  or  required  by  the  Court,  pursuant  to  the 
provisions  of  Rule  5  (c)  of  our  Amended  Uniform 
Rules.  The  record  may  show  counsel  for  the  de- 
fendant present.  One  of  the  joint  counsel  for  the 
plaintiff  is  confined  in  the  hospital,  but  we  have 
been  in  touch  with  him  several  times  concerning  this 
matter  and  he  informed  me  just  this  morning  that 
he  would  not  request  oral  argument  on  the  matter 
and  agreed  that  the  matter  be  submitted  upon  the 
pleadings,  the  depositions,  the  affidavits  and  the 
briefs  on  file,  and  I  understand  from  counsel  for 
the  defendant  Bank  that  he  is  likewise  agreeable. 

Mr.  Von  Der  Heydt:  Yes,  your  Honor.  I  would 
like  only  to  state  that  I  have  had  no  opportunity 
to  read  Mr.  Crane's  affidavit  or  Mr.  Parrish's 
affidavit  which  the  Court  Reporter  just  handed  me 
as  you  came  in  the  room,  l3ut  I  presume 

The  Court :  I  think  we  can  dispose  of  those  also, 
without  the  necessity  of  hearing  from  you  concern- 
ing them. 

It  will  be  noted  that  plaintiff's  trial  brief  in  op- 
position to  defendant's  motion  was  received  just 
today,  which  may  be  filed,  from  the  office  of  Taylor 
and  Taylor  at  Fairbanks,  together  with  an  exhibit 
and  together  with  the  affidavits  of  Fred  D.  Crane 
and  of  Robert  A.  Parrish,  which  may  be  filed.  This 
despite  the  fact  that  this  motion  has  been  set  for 
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hearing  since  May  6,  or  more  than  a  month,  and 
that  defendant's  brief  has  been  on  file  since  May  17, 
and  the  depositions  in  support  of  the  motion  have 
been  on  file  since  April  11.  Ample  opportunity  has 
then  been  afforded  the  plaintiff  to  oppose  the  motion. 

I  have  gone  into  the  matter  very  thoroughly  and 
am  prepared  to  announce  decision  upon  it  at  this 
time.  The  situation  is  rather  complex,  but  yet  in  the 
final  analysis,  I  find  that  the  issues  are  quite  simple. 
In  the  first  place  two  things  are  essential  to  be 
shown  in  order  that  the  court  may  grant  the  relief 
requested  by  the  defendant  on  its  counterclaim,  pur- 
suant to  Rule  56  of  the  Federal  Rules  of  Civil 
Procedure.  The  first,  of  course,  is  that  the  pleadings, 
depositions,  affidavits  and  admissions  on  file  show 
that  there  is  no  genuine  issue  as  to  an}^  material 
fact,  and  the  second  is  that  it  must  he  shown  that 
the  moving  party  is  entitled  to  judgment  as  a  matter 
of  law. 

Taking  up  first  the  matter  of  whether  or  not  there 
is  any  genuine  issue,  I  refer  first  to  the  pleadings. 
All  of  the  material  allegations  of  the  defendant's 
counterclaim  are  admitted  by  the  reply  of  the  plain- 
tiff, except  as  to  certain  facts  which  are  denied 
either  generally  or  on  information  and  belief.  Most 
significant  to  me  is  the  admission  in  the  reply  of 
the  allegation  of  the  Bank  that  at  the  time  plaintiff 
received  from  the  defendant  the  sum  of  $15,000.00 
in  full  payment  of  the  promissory  note  held  by  him 
of  which  the  North  Star  Partners  were  the  makers, 
the  plaintiff  knew   that   the  note   was   not  in   his 
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possession  but  had.  been  attached  by  the  United 
States  Marshal.  That  admission  to  me  is  most  con- 
trolling here.  The  plaintiit'  does  deny  that  he  in- 
tentionally withheld  and  kept  such  fact  from  the 
knowledge  of  the  defendant  and  the  North  Star  for 
the  purpose  of  obtaining  pajnnent  of  $15,000.00.  But 
I  do  not  believe  that  such  intention,  if  that  be  true, 
is  material  here.  The  fact  is  that  he  accepted  pay- 
ment of  the  note  which  he  did  not  then  have  in  his 
possession  or  control. 

As  to  the  other  denials,  it  has  been  held  by  this 
Court  upon  authority  of  other  decisions,  that  mere 
denials  are  not  sufficient  to  prevent  the  entry  of  a 
summary  judgment,  and  that  is  especially  true  where 
the  depositions  and  affidavits  reveal  no  dispute  of 
any  material  fact,  and  I  am  referring  to  the  decision 
in  the  case  of  Weston  vs.  Noble,  reported  in  Federal 
Rules  Decisions  at  page  416,  in  a  case  I  had  at  Fair- 
banks, and  the  case  of  Engl  vs.  Aetna  Life  Insur- 
ance Co.,  139  F.  2d  469,  together  with  other  authori- 
ties referred  to  in  defendant's  supplemental  brief. 

Turning  then  to  the  depositions  and  affidavits, 
upon  very  careful  analysis  I  find  only  one  supposed 
issue  of  fact  controverted,  and  that  is  the  allegation 
of  the  plaintiff  that  the  defendant  Bank  knew  of 
the  attachment  of  the  note  and  interest  of  the  North 
Star  imder  the  mortgage  securing  the  note  at  the 
time  they  made  payment  of  it  to  Gillis.  The  deposi- 
tions of  Mr.  James  G.  Manning  of  the  Bank,  and  of 
Ernest  Gustafson  of  the  North  Star  partnership, 
deny  that.  In  response  to  such  allegation,  the  plain- 
tiff has  filed  an  affidavit  of  Robert  A.  Parrish  who 
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was  the  attorney  for  Joseph  Wallace  in  the  suit 
against  Gillis  in  which  the  note  was  attached,  and 
by  this  affidavit  he  recites  a  conversation  with  Mr. 
Manning  of  the  Bank  on  the  18th  of  February,  1957, 
regarding  the  sale  by  the  Marshal  of  this  note, 
which  was  subsequent  to  the  attachment  but  prior 
to  the  sale.  It  is  significant  that  this  conversation 
was  after  the  payment  by  the  Bank  to  Gillis,  which 
was  on  January  30.  Therefore,  this  affidavit  does 
not  controvert  the  allegation  of  the  Bank  that  they 
had  no  such  knowledge.  The  affidavit  of  Mr.  Crane 
states  broadly  that  the  defendant  bought  Gillis' 
equity  well  knowing  that  the  note,  moi'tgage  and 
assets  of  Will  M.  Gillis  were  under  attachment.  That 
is  not  supported  by  any  definite  statement  of  fact. 
I  also  find  that  even  if  it  were  true  that  the  Bank 
knew  or  should  have  known  of  such  attachment, 
such  knowledge  or  imputed  would  not  be  material  to 
this  controversy  for  the  reasons  which  I  will  later 
explain.  Therefore  I  find  that  there  is  no  issue  of 
any  material  fact  for  trial  in  this  case.  That  is,  I 
should  perhaps  qualify  that  by  saying  there  is  no 
genuine  issue.  The  facts  are  clearly  not  in  dispute 
so  far  as  they  are  material  to  this  motion. 

We  then  come  to  the  question  of  whether  or  not 
under  the  undisputed  facts  the  Bank  is  entitled  to 
judgment  as  a  matter  of  law.  The  plaintiff  has 
not  sought  summary  judgment  but  obviously  he  is 
not  entitled  to  judgment  under  these  facts,  either 
under  his  first  cause  of  action  or  upon  the  second, 
which  is  contingent  upon  the  first,  because  for  the 
plaintiff  to  recover  the  amount  of  money  held  in 
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the  Bank  would,  be  an  unjust  enrichment  of  the 
worst  sort  and  is  not  justifiable  either  in  law  or 
equity  or  justice  or  common  sense. 

I  also  believe  that  the  Bank  is  not  entitled  to  sum- 
mary judgment  for  the  sum  of  $15,000.00  paid  to 
Gillis  to  satisfy  the  note,  for  several  reasons.  First, 
the  Bank  is  not  damaged  thereby.  The  Bank  now 
holds  the  note  of  the  North  Star  which  includes 
this  indebtedness  which  they  paid  on  behalf  of  the 
North  Star,  and  holds  ample  security  for  such  note. 
Second,  seeking  to  recover  the  amount  voluntarily 
paid  to  Gillis  without  recovering  the  note  would 
probably  be  an  inconsistent  position  and  the  doc- 
trine of  estoppel  would  likely  apply.  Now  it  is  sug- 
gested that  the  Bank  as  the  present  holder  in  due 
course  of  the  note  by  reason  of  the  final  redemption 
to  Wallace  from  the  Marshal's  sale  might  still  re- 
cover against  the  North  Star.  I  do  not  think  that  is 
true  as  a  matter  of  law,  for  the  reason  that  there 
has  been  a  complete  accord  and  satisfaction  between 
the  Bank  and  the  North  Star  for  the  indebtedness 
represented  by  the  note,  which  is  the  same  debt, 
except  a  new  note ;  and  for  the  further  reason  that 
the  North  Star  is  not  a  party  to  this  action. 

On  the  other  hand  I  believe  it  is  equalh^  clear 
that  the  Bank  is  entitled  to  recover  the  sum  of  $11,- 
225.00,  which  it  is  holding  in  a  suspense  account  by 
reason  of  the  payment  which  the  Bank  was  un- 
doubtely  required  to  make  for  its  security  to  the 
judgment  creditor,  Wallace,  who  certainly  was  a 
holder  in  due  course  of  the  note,  by  reason  of  which 
the  Bank's  situation  with  respect  to  the  indebtedness 
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owing  to  it  by  the  Nortli  Star  was  indeed  endan- 
gered, for  instead  of  a  first  lien  the  Bank  then 
found  its  position  was  subordinate  to  that  of 
Wallace. 

The  plaintiff  seems  to  rely  wholly  or  almost  wholly 
upon  the  assignment  which  he  gave  to  the  Bank  for 
repayment  to  the  Bank  of  advances  on  his  contract, 
claiming  that  the  Bank  could  not  withhold  more 
than  was  contemplated  by  the  assignment.  I  do  not 
think  that  is  true  as  a  matter  of  law,  for  surely  the 
Bank  has  a  lien  upon  moneys  in  its  possession  be- 
longing to  the  depositor  or  for  any  indebtedness 
owing  to  the  Bank.  I  believe  that  the  Bank  is  en- 
titled to  such  money  either  upon  the  principle  of 
resitution  as  set  forth  in  defendant's  counterclaim 
and  brief,  or  upon  the  theory  of  subrogation  to  the 
rights  of  Wallace  as  judgment  creditor,  or  both.  As 
a  matter  of  fact,  subrogation  is  in  a  sense  a  method 
of  resitiution.  I  find  that  in  law  and  in  equity  the 
Bank  is  entitled  to  that  money,  and  it  certainly 
would  be  most  unjust  that  Gillis  should  recover  it 
and  thus  enrich  himself  by  receipt  of  money  for 
payment  of  a  note  which  has  already  been  paid 
to  him  as  a  matter  of  fact,  which  has,  in  a  sense, 
been  paid  twice,  because  not  only  did  he  get  the 
money  for  the  note  but  he  also  through  this  action 
of  the  Bank  secured  payment  of  a  judgment  against 
him. 

The  only  possible  theory  advanced  by  the  briefs 
upon  which  the  Bank  would  be  denied  such  remedy 
is  not  actually  suggested  by  counsel,  but  T  presume 
it  would  be  an  estoppel  by  reason  of  the  negligence 
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which  they  claim  of  the  Bank  in  making  payment 
of  the  note  to  Gillis  without  getting  the  note.  Again 
it  is  not  suggested  as  to  why  such  negligence,  if 
there  was  negligence,  would  be  a  defense,  but  I  can 
conceive  that  it  would  be  only  on  that  theory.  Ex- 
amining the  text  of  estoppel  in  19  Am.  Jur.  refer- 
erence  is  made  to  the  fundamental  principle  of 
equitable  estoppel  which  is  that  a  party  will  not  be 
permitted  to  occupy  inconsistent  positions  or  take  a 
position  in  regard  to  a  matter  which  is  directly  con- 
trary to  or  inconsistent  with  one  previously  assumed 
by  him  or  it.  I  can  find  no  such  inconsistency  in 
the  claim  of  the  Bank  to  recover  the  $11,225.00 
which  they  were  forced  to  pay  in  order  to  protect 
their  interest,  to  the  judgment  creditor.  I  also  find 
by  the  same  text,  Sec.  QQ,  that  mere  carelessness  or 
neglect  of  what  would  be  prudent  in  respect  of  the 
interest  of  the  party  claimed  to  be  estopped  is  not 
sufficient  to  estop  him  from  claiming  such  remedy. 
Therefore  I  cannot  find  that  the  Bank  by  reason  of 
any  negligence  in  failing  to  obtain  possession  of  the 
note  is  estopped  from  asserting  the  present  remedy. 
I  find  therefore,  from  the  pleadings,  the  deposi- 
tions, the  affidavits,  and  the  briefs  on  file,  that  the 
defendant  Bank  is  entitled  to  recover  judgment 
upon  its  counterclaim  against  the  plaintiff  Gillis 
in  the  sum  of  $11,225.00,  together  with  interest 
thereon  at  6%  from  July  18,  1957,  which  is  the  date 
of  their  payment  of  this  sum  to  Wallace,  and  that 
the  Bank  may  apply  against  such  judgment  the 
sum  of  $11,225.00  which  it  is  holding  in  a  suspense 
account — I  think  represented  by  a  cashier's  check. 
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The  Bank  is  also  entitled  to  recover  its  costs,  in- 
cluding the  cost  of  necessary  depositions,  and  an  at- 
torney's fee  which  should  be  computed  according 
to  Rule  25,  which  I  find  will  amount  to  $724.50. 
Judgment  may  be  presented  accordingly  in  favor 
of  the  defendant  on  its  coimterclaim.  As  I  recall, 
no  findings  of  fact  or  conclusions  of  law  will  be 
necessary.  That  is  true  imder  the  provisions  of  Rule 
52  of  the  Rules  of  Civil  Procedure.  I  think  that 
covers  it.  Did  I  miss  anything,  counsel? 

Mr.  Von  Der  Heydt:  I  do  not  believe  so,  your 
Honor. 

(There  were  no  further  proceedings  in  this 
matter  and  court  remained  in  session  for  other 
business.) 

REPORTER'S  CERTIFICATE 

This  will  certify  that  I,  Mary  C.  Diede,  in  my 
official  capacity  as  Court  Reporter,  Second  Judicial 
Division,  District  of  Alaska,  did  report  the  oral 
proceedings  in  open  court  in  cause  No.  4180,  Gillis 
vs.  Miners  and  Merchants  Bank,  at  Nome,  Alaska, 
on  February  28,  June  12  and  June  13,  1958,  with  the 
exception  of  certain  argument  of  counsel  which  was 
not  reported; 

That  I  reported  such  proceedings  in  stenograph 
machine  shorthand  and  that  the  foregoing  pages 
numbered  1  to  13,  inclusive,  contain  a  full,  true  and 
correct  transcript  of  the  x)roceedings  in  such  cause, 
with  the  exception  of  argument  as  noted  therein, 
prei^ared  by  me  from  my  original  notes  to  the  best 
of  my  knowledge  and  ability. 
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Dated  at  Nome,  Alaska,  this  21st  day  of  August, 
1958. 

/s/  MARY  C.  DIEDE. 

[Endorsed] :     Filed  August  22,  1958. 


[Title  of  District  Court  and  Cause.] 

CERTIFICATE  OF  CLERK 

United  States  of  America, 
Territory  of  Alaska, 
Second  Division — ss. 

I,  J.  M.  Kroninger,  Clerk  of  the  United  States 
District  Court,  Territory  of  Alaska,  Second  Divi- 
sion, do  hereby  certify  that  the  foregoing  docu- 
ments requested  in  the  Designation  on  Appeal  by 
Fred  D.  Crane,  Attorney  for  Appellant,  the  original 
Complaint,  Motion  to  Dismiss,  Amended  Complaint, 
Answer,  Reply,  Motion  for  Summary  Judgment, 
Affidavits  in  Support  Thereof  and  Counter  Af- 
fidavits, Filed  Copy  of  Transcript  of  Decision  of 
Court  on  Motion  for  Summary  Judgment,  Sunmiary 
Judgment,  Notice  of  Appeal  Filed  July,  17,  1958, 
and  Designation  of  Record  on  Appeal  in  the  case  of 
Will  M.  Gillis,  Plaintiff  vs.  Miners  and  Merchants 
Bank,  Defendant,  No.  4180  Civil  this  Court. 

In  Witness  Whereof,  I  have  hereunto  set  my  hand 
and  affixed  the  seal  of  this  Court  this  18th  day  of 
Aug-ust,  A.D.  1958. 

[Seal]        /s/  J.  M.  KRONINGER, 

Clerk  of  Court. 
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[Title  of  District  Court  and  Cause.] 

CERTIFICATE  OF  CLERK 

United  States  of  America, 
Territory  of  Alaska, 
Second  Division — ss. 

I,  J.  M.  Kroninger,  Clerk  of  the  United  States 
District  Court  for  the  District  of  Alaska,  Second 
Division,  do  hereby  certify  that  foregoing  contains 
the  following  original  papers  requested  in  the 
Counter-designation  of  Contents  of  Record  on  Ap- 
peal,  filed  by  counsel  for  the  appellee: 

1.  Deposition  of  James  G.  Manning  with  Ex- 
hibits 1  to  11,  inc. 

2.  Deposition  of  Ernest  H.  Gustafson  with  Ex- 
hibits 1  to  7,  inc. 

3.  Reporter's  transcript  of  proceedings,  Feb.  28, 
June  12  and  13,  1958. 

4.  Counter-designation  of  Contents  of  Record  on 
Appeal. 

The  following  papers  requested  in  the  counter- 
designation  of  contents  of  record  on  appeal  are  not 
included  as  they  were  previously  forwarded  to  the 
Ninth  Circuit  Court  of  Appeals  on  August  18,  1958 : 
Affidavit  of  James  A.  Von  Der  Heydt,  Notice  of 
Appeal,  Filed  July  17,  1958,  Designation  of  Record 
on  Appeal. 

In  Witness  Whereof,  I  have  hereunto  set  my  hand 
and  affixed  the  seal  of  this  Court  this  23rd  day  of 
August,  A.  D.  1958. 

[Seal]        /s/  J.  M.  KRONINGER, 

Clerk. 
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[Endorsed]:  No.  16147.  United  States  Court  of 
Appeals  for  the  Ninth  Circuit.  WiU  M.  Gillis,  Ap- 
pellant, vs.  Miners  and  Merchants  Bank  of  Alaska, 
a  Corporation,  Appellee.  Transcript  of  Record.  Ap- 
peal From  the  District  Court  for  the  District  of 
Alaska,  Third  Division. 

Filed:     August  25,  1958. 

/s/  PAUL  P.  O'BEIEN, 
Clerk  of  the  United  States  Court  of  Appeals  for  the 
Ninth  Circuit. 
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In   the   United   States   Court   of  Appeals 
for  the  Ninth  Circuit 

No.  16147 

WILL  M.  GILLIS, 

Appellant, 

vs. 

MINERS    AND    MERCHANTS    BANK    OF 

ALASKA, 

Appellee. 

STATEMENT  OF  POINTS  RELIED  UPON 
ON  APPEAL 

Pursuant  to  Rule  17  (6)  of  the  Rules  of  the  U.  S. 
Court  of  Appeals,  Ninth  Circuit,  Appellant  states 
the  point  upon  which  he  will  rely  upon  appeal  as 
follows : 

1.  The  Court  erred  in  granting  Defendant's 
motion  for  summary  judgment  in  the  said  cause. 

2.  That  the  said  summary  judgment  was  not 
based  upon  facts  or  the  law. 

Dated  at  Fairbanks,   Alaska,   this   22nd   day   of 

October,  1958. 

FRED  D.  CRANE, 

WARREN  A.  TAYLOR  & 

WARREN  WM.  TAYLOR, 

Attorneys  for  Appellant; 

By  /s/  WARREN  A.  TAYLOR, 

Of  Counsel. 

[Endorsed] :     Filed  October  24,  1958. 
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No.  16,147 

IN  THE 

United  States  Court  of  Appeals 
For  the  Ninth  Circuit 


Will  M.  Gillis, 

Appellant, 

vs. 

Miners  and  Merchants  Bank  of  Alaska, 
a  Corporation, 

Appellee. 


V 


JURISDICTIONAL  QUESTION. 


The  matter  of  jurisdiction  of  the  Court  below  is 
not  in  any  manner  challenged  since  the  judgment  was 
rendered  prior  to  any  question  of  the  jurisdictional 
standing  of  the  Court  being  challenged. 


STATEMENT  OF  FACTS. 
This  is  an  Appeal  from  a  Judgment  rendered  by 
the  Court  below  (without  a  trial)  summarily  dis- 
missing the  Appellant's  Complaint  and  granting 
Judgment  in  favor  of  the  Appellee  upon  its  Counter- 
claims. The  Judgment  further  providing  that  the 
sum  of  $11,225.00  shall  be  applied  by  the  Appellee  in 


partial  satisfaction  of  such  Judgment  from  monies 
of  the  Appellant  withheld  by  and  in  possession  of  the 
Appellee.     (T.R.  p.  123.) 

The  Judgment  was  secured  by  the  Appellee  based 
upon  affidavits  and  depositions  taken  of  Appellee's 
witnesses.   (T.R.  pp.  48,  85.) 

The  action  was  instituted  by  the  Appellant  and 
based  upon  a  claim  that  the  Appellant  executed  an 
assignment  of  a  building  contract  in  favor  of  the  Ap- 
pellee for  certain  monies  which  was  to  become  due 
Appellant  from  the  City  of  Nome,  Alaska.  The  as- 
signment was  delivered  upon  the  sole  condition  and 
understanding  that  after  the  Appellee  has  reimbursed 
itself  for  certain  specific  advances  against  such  an 
assignment,  the  excess  over  and  above  such  advances 
made  by  Appellee  were  to  be  promptly  remitted  to  the 
Appellant.   (T.R.  p.  6.) 

This  clear  understanding  between  the  parties  was 
had  prior  to  the  execution  and  delivery  of  such  assign- 
ment and  as  a  result  of  a  mutual  assent  between  them. 

Appellant's  claim  was  further  based  by  way  of  a 
second  cause  of  action  upon  the  fact  that  by  virtue 
of  Appellee's  conduct  in  violating  the  terms  of  the 
contract  and  failing  to  pay  the  Appellant  the  excess 
over  and  above  the  advances  made  against  the  assign- 
ment, the  Appellant  was  deprived  of  operating  capital 
in  his  contracting  business  and  suffered  substantial 
damages.    (T.R.  p.  9.) 

The  Appellee,  in  answer  to  such  claims,  made  cer- 
tain denials  and  counter-claims  alleging  that  certain 


monies  in  a  prior  collateral  and  unconnected  transac- 
tion were  paid  to  the  Appellant  as  a  result  of  a  mis- 
take. The  Appellee  thus  asserted  the  right  to  hold 
the  Appellant's  monies  against  such  claimed  indebted- 
ness.  (T.R.  p.  18.)         

ARGUMENT. 

I. 

AN  ISSUE  OF  FACT  WAS  RAISED  PRECLUDING 
SUMMARY  JUDGMENT. 

Appellant  contends  (a)  that  the  assignment  was  de- 
livered on  the  sole  understanding  that  the  excess  over 
and  above  the  advances  against  such  an  assignment 
were  to  be  delivered  to  the  Appellant  without  being 
affected  by  any  other  transactions  between  the  parties. 

(b)  That  the  Appellant  was  deprived  of  his  day 
in  court  and  an  opportunity  to  submit  proof  in  sup- 
port of  such  issue  of  fact  before  the  Court  to  de- 
termine whether  such  was  the  true  understanding  be- 
tween the  parties. 

(c)  That  the  Appellant  was  entitled  to  have  his 
claim  determined  upon  valid  presentation  of  the  facts 
whether  he  was  damaged  because  of  the  conduct  of 
Appellee  in  appropriating  monies  in  fact  due  to  the 
Appellant. 

Motion  for  summary  judgment  can  only  be  granted 
when  there  is  a  complete  absence  of  any  triable  issue 
and  the  Court  must  indulge  in  granting  the  benefit  of 
every  doubt  to  the  Plaintiff  so  as  not  to  deprive  him 
of  his  day  in  court.  It  was  so  held  in  the  case  of 
Weisser  v.  Mursam  Shoe  Corporation,  127  Fed.  2d 


344,  by  the  Second  Circuit  and  discussed  at  length  in 

145  ALR  467,  page  474,  reading : 

^'We  do  not  of  course  decide  here  that  Mursam 
was  in  fact  a  dummy.  We  hold  only  that  triable 
issues  were  created  by  the  plaintiff's  allegations 
and  the  affidavits  that  Mursam  was  a  tool  of  the 
other  defendants,  and  that  the  lease  was  made 
because  of  representations  believed  by  plaintiff 
that  its  liabilities  were  the  obligations  of  the 
other  defendants.  The  order  granting  summary 
judgment  and  dismissing  the  complaint  is  re- 
versed and  the  case  remanded." 

The  case  of  Wooten  v.  Marshall,  153  Fed.  Sup.  759, 
involving  an  action  to  decree  a  joint  venture  between 
the  parties  concerning  realty  and  compelling  an  ac- 
coimting,  the  plaintiff  contending  that  there  was  an 
alleged  oral  agreement  between  the  parties  concerning 
such  realty,  was  held  to  create  triable  issues  as  to 
whether  there  was  a  joint  venture  between  the  parties 
precluding  the  granting  of  an  application  for  sum- 
mary judgment.    Page  764  reads: 

''The  question  before  this  court  on  this  mo- 
tion is  therefore  a  simple  one.  Are  the  facts  ad- 
mitted to  be  true  by  the  defendant  for  purposes 
of  the  motion  sufficient  to  create  a  triable  issue 
as  to  whether  there  was  a  joint  venture  between 
parties  as  alleged  in  the  complaint?  If  there  was 
such  a  joint  venture  it  is  plain  that  the  statute 
of  frauds  pleaded  by  the  defendant  do  not  apply 
and  there  is  at  the  least  a  triable  issue." 

In  the  case  of  Totvn  Show  Case  &  Cahinet  Co.  v. 
Equitable  Fire  &  Marine  Insurance  Co.,  248   Fed. 


2d  338,  in  an  action  by  insured  against  insurers  for 
recovery  under  fire  policies,  on  affidavits  and  other 
evidence  in  support  of  plaintiff's  motion  for  summary 
judgment  where  a  question  was  raised  of  a  possible 
substitution  or  cancellation,  it  was  held  that  the  rais- 
ing of  that  issue  precluded  summary  judgment.  Page 
343  reads: 

''After  studying  this  record  and  counsel's 
briefs,  it  is  clear  that  the  correctness  of  allowing 
siunmary  judgment  is  a  critical  question.  We 
think  the  trial  court  erred  by  disposing  of  the 
case  under  Rule  56,  Federal  Rules  of  Civil  Pro- 
cedure. It  is  our  view  of  the  evidence  concerning 
substitution  or  cancellation  of  the  relevant 
policies,  that  there  was  presented  factual  ques- 
tions for  a  jury.  Homan  Mfg.  Co.  v.  Long,  242 
Fed.  2d,  Ser.  645." 

It  is  quite  apparent  and  the  Appellant's  complaint 
clearly  recites  as  cause  one  of  the  action  that  the 
assignment  was  a  separate  and  distinct  transaction 
and  was  delivered  to  the  Appellee  under  certain  con- 
ditions; that  Appellee  has  accepted  such  an  assign- 
ment with  the  clear  understanding  that  upon  the 
performance  and  completion  of  the  work  called  for 
imder  the  school  contract  by  the  Appellant,  and  the 
Appellee  being  reimbursed  for  the  specific  advances 
made  against  such  an  assignment,  any  monies  over 
and  above  the  Appellee's  advances  were  to  be  remitted 
to  the  Appellant.  This  arrangement  had  been  made 
by  the  parties  after  the  alleged  mortgage-note  transac- 
tion claimed  by  the  Appellee  as  a  basis  and  alleged 
justification  of  withholding  Appellant's  monies.  These 
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various  transactions,  in  absence  of  testimony  clarify- 
ing the  respective  rights  of  the  parties,  could  not  have 
been  summarily  disposed  of  by  the  Court  below. 

In  the  case  of  Real  Estate,  Land,  Title  and  Trust 
Co.  V.  Commonwealth  Bond  Corp.,  63  Fed.  2d  p.  237, 
involving  the  question  of  an  accord  and  satisfaction 
where  motion  had  been  made  for  summary  judgment, 
the  Court  stated  as  follows  on  page  39: 

''If  an  agreement  was  made  in  March  1930,  as 
more  particularly  sworn  to  by  the  president  of 
appellant,  a  question  of  fact  may  be  presented  as 
to  whether  or  not,  by  agreements  of  parties,  an 
accord  and  satisfaction  was  reached  which  would 
relieve  the  surety.  The  court  may  not  strike  out 
of  the  answer  such  an  issue  or  decide  the  question 
of  credibility  without  hearing  evidence.  The  af- 
fidavit setting  forth  this  defense  camiot  be  dis- 
regarded. Federal  &  Deposit  Co.  v.  U.S.,  187 
U.S.  315;  Chamberlain  v.  Pemi.  R.R.,  59  Fed. 
2d,  986;  Gee  Investment  Co.  v.  I.R.T.,  235  N.Y. 
133,  139,  139  NE  216." 


II. 

APPELLEE,  IN  ITS  CAPACITY  AS  A  BANK,  HAS  UNDERTAKEN 
TO  REMIT  THE  PROCEEDS  OF  THE  ASSIGNMENT  OVER 
AND  ABOVE  THE  ADVANCES  MADE  AGAINST  SUCH,  TO 
THE  APPELLANT  AND  IS  DUTY  BOUND  BY  SUCH  OBLI- 
GATION. 

In  the  case  of  Russell  v.  The  Bank  of  Nampa,  169 
Pac.  180,  where  a  party  was  indebted  to  a  bank,  left 
with  such  bank  as  security,  notes  belonging  to  him 


and  authorizing  the  bank  to  collect  upon  them  and 
apply  a  portion  of  the  proceeds  to  the  payment  of  his 
debt  and  instructing  the  bank  not  to  deposit  the  bal- 
ance, but  to  deliver  such  excess  to  a  third  person,  and 
the  bank,  contrary  to  such  instructions,  deposited  such 
monies  in  the  bank,  the  balance  was  held  to  be  not  a 
general,  but  a  ''special"  deposit.    Page  181  reads: 

''The  evidence  established  as  a  fact  appellant's 
contention  that  such  balance  was  to  be  paid  over 
by  the  bank  to  him  and  that  it  was  not  to  be 
deposited.  Such  balance  then  became  a  trust 
fund  and  not  an  asset  of  the  bank.  The  relation 
of  bailor  and  bailee  was  established  between  ap- 
pellant and  the  bank  and  not  the  relationship 
of  depositor  and  banker.  Hall  v.  Beymer,  125 
Pac.  561;  Capital  Nat.  Bank  v.  Coldwater  Nat. 
Bank,  49  Nebr.  786,  69  NW  115;  in  re  Johnson 
103  Mich.  109,  61  NW  352." 

In  the  case  of  Angleman  v.  Bank  of  America  Na- 
tional Trust  S  Savings  Association,  219  Pac.  2d  868, 
the  Court  has  held  that  where  deposits  in  a  bank  are 
arranged  for  a  special  purpose,  such  as  for  the  pur- 
pose of  paying  funds  to  a  third  person,  such  as  pay- 
ing bonds,  mortgage  indebtedness,  meeting  certain 
classes  of  checks,  or  paying  a  contractor  for  work 
being  performed,  have  all  the  attributes  of  "special" 
deposits  and  are  generally  construed  as  such.  Page 
870  reads : 

"The  question  presented  for  determination  is 
whether  appellant  bank  was  entitled  to  offset  the 
monies  owed  by  it  to  Pacific  Jardena  Bank 
against  a   debt  owed  to   it  by  Pacific   at  Five 


8 


Points  Brancli.  We  are  of  the  opinion  that  the 
bank  was  not  entitled  to  such  an  offset.  Appel- 
lant contends  that  it  had  the  right  of  offset  by 
reason  of  Section  440  of  the  Code  of  Civil  Pro- 
cedure, and  that  it  also  had  that  right  because  of 
its  well  recognized  bankers  lien.  The  right  of 
offset  exists  in  favor  of  a  bank  with  which  a  cus- 
tomer makes  general  deposits,  but  we  are  of  the 
opinion  that  in  view  of  the  intention  of  the 
parties,  as  disclosed  by  the  terms  of  the  contract 
and  the  practice  followed  by  the  bank  in  handling 
the  account,  the  trial  court  properly  concluded 
that  the  reserve  accomit  was  not  a  general  de- 
posit, but  one  which  was  to  be  used  for  a  specific 
purpose. 

...  A  bank  impliedly  binds  itself  by  accepting 
a  special  deposit  not  to  set  off  against  such  a  de- 
posit a  debt  due  it  from  the  depositor.  Nor  can 
a  bank  which  accepts  a  deposit  of  money  for  a 
special  purpose,  under  an  agreement  that  it  will 
pay  the  amount  when  needed  for  that  purpose, 
legally  appropriate  such  a  deposit  to  discharge 
the  depositor's  indebtedness  to  it.  Stone  v.  Har- 
ris 80  Pac  711;  Morton  v.  Woolery  48  ND  1132, 
189  NW  232,  24  ALR  1111,  39  ALR  1138,  in  re 
Warrens  Bank  209  Wis  121,  244  NW  594,  86 
ALR  375  and  numerous  cases  cited  there." 

The  Appellant's  contention  is  simple.  An  agree- 
ment has  been  made  with  the  bank  that  a  specific  as- 
signment, the  subject  matter  of  the  suit,  was  to  be 
treated  in  a  certain  manner  by  a  special  arrangement 
between  the  parties ;  that  a  violation  of  such  an  agree- 
ment occurred  as  a  result  of  the  bank's  alleged  claims 
against  the  fund. 


A  triable  issue  has  been  amply  established  and  the 
Appellant  by  being  deprived  of  the  right  to  submit 
testimony  and  elicit  additional  proof  as  to  the  under- 
standing of  the  parties,  has  been  deprived  of  his  due 
day  in  court.  Such  was  never  contemplated  or  in- 
tended by  remedy  of  summary  judgment. 

Dated,  April  7,  1959. 

Respectfully  submitted, 

Taylor  &  Taylor, 
Fred  D.  Crane, 
By  Fred  D.  Crane, 

Attorneys  for  Appellant, 
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No.  16,147 

IN  THE 

United  States  Court  of  Appeals 
For  the  Ninth  Circuit 


Will  M.  Gillis, 

Appellant, 

vs. 

Miners  and  Merchants  Bank  of  Alaska, 
a  Corporation, 

Appellee. 

Upon  Appeal  from  the  District  Court 
for  Alaska,  Second  Division. 


BRIEF  FOR  APPELLEE. 


OPINION  BELOW. 

There  was  no  formal  opinion  as  such.  However,  the 
court  below  did  render  an  oral  decision  from  the 
bench,  and  a  transcript  of  this  is  found  at  R.  113-122. 


JURISDICTION. 

This  is  an  action  brought  by  appellant  for  the  re- 
covery of  money,  alleged  to  have  been  converted  to 
appellee's  use,  and  for  damages  purportedly  arising 
by  reason  of  such  conversion  (R.  6-13).  Appellee  filed 


its  counterclaims  against  appellant  alleging  claims 
for  money  damages  on  the  theory  of  restitution  and 
unjust  em-ichment  (R.  14-43).  On  Jmie  30,  1958  simi- 
mary  judgment  was  entered  in  favor  of  aj^pellee  for 
the  sum  of  $11,225.00,  plus  interest  and  costs,  denying 
all  relief  sought  by  appellant,  and  dismissing  appel- 
lant's cause  of  action  (R.  122-124).  An  appeal  from 
this  judgment  was  taken  by  appellant  on  July  17, 
1958  by  filing  with  the  District  Court  notice  of  aj)- 
peal  (R.  124).  The  District  Court  had  jurisdiction  by 
reason  of  the  provisions  of  the  Act  of  June  6,  1900 
(31  Stat.  322,  as  amended),  48  USCA  Sec.  101.  The 
jurisdiction  of  this  court  rests  on  the  Act  of  Jime  25, 
1948  (62  Stat.  929,  as  amended),  28  USCA  Sec.  1291, 
and  on  the  Act  of  July  7,  1958  (Public  Law  85-508, 
72  Stat.  348-349,  Sections  12-14). 


STATEMENT. 

The  bare  ''Statement  of  Facts"  made  in  appellant's 
brief  (pp.  1-3)  does  not  really  present  a  factual  back- 
ground sufficient  to  enable  this  court  to  decide  the 
questions  presented  here.  Moreover,  the  statement 
is  not  accurate;  and  appellee  will  point  out  in  part  1 
of  its  argument  (infra,  pp.  15-21)  that  the  impression 
left  by  appellant's  statement — that  there  was  gross 
error  and  arbitrary  conduct  on  the  part  of  the  Dis- 
trict Court — is  false. 

The  situation  here  is  somewhat  involved.  But  ap- 
pellee believes  that  the  following,  more  detailed  state- 


ment  must  be  set  forth  as  being  essential  to  a  proper 
determination  of  the  case. 


PRELIMINARY  CONSIDERATIONS. 

The  appellant  had  certain  monies  due  him  from  the 
City  of  Nome,  and  on  March  21,  1957,  he  assigned  all 
of  such  monies  to  the  appellee/  The  assignment  was, 
in  effect,  a  security  device;  appellee  was  to  advance 
monies  on  behalf  of  appellant,  and  when  the  assigned 
funds  were  received  from  the  City,  appellee  had  the 
authority  and  means  to  reimburse  itself. 

Out  of  the  total  monies  so  received  by  appellee 
from  the  City,  appellee  reimbursed  itself  to  the  extent 
of  such  advances  made,  and  then  paid  the  balance 
over  to  appellant — with  the  exception  of  $11,225.00. 
This  money  is  presently  being  held  in  a  ''suspense 
account"  of  the  appellee  Bank,  in  the  form  of  a 
cashier's  check  payable  to  appellee  and  appearing  to 
have  been  purchased  by  appellant:  ''to  pay  for  ad- 
vance by  Bank  on  Wallace  judgment,  i.e.,  purchase 
of  North  Star  note.  "2 

On  November  30,  1957,  appellant  commenced  this 
action  to  recover  the  $11,225.00.  In  addition,  he  as- 
serted in  his  complaint  a  claim  for  compensatory 
damages  in  the  sum  of  $25,000.00  (R.  3-5). 

Appellee  moved  to  dismiss  the  complaint  for  a  fail- 
ure to  state  a  claim  (R.  6),  and  on  February  28,  1958 
this  court   granted   appellee's  motion    (R.   125-130). 


iManning  deposition  (R.  68,  78-80). 
2Maniiing  deposition  (R.  69-71,  81-82), 


However,  appellant  was  given  leave  to  amend,  and  an 
amended  complaint  was  subsequently  filed  (R.  6-13). 

Appellee  then  served  and  filed  its  answer  to  the 
amended  complaint— asserting  three  separate  coun- 
terclaims against  appellant.  The  gist  of  these,  so  far 
as  the  $11,225.00  is  concerned,  is  that  appellee  is  en- 
titled to  retain  this  money  and  use  it  as  a  set-off 
against  a  claim  which  appellee  had  against  appellant. 

The  relevant  and  material  facts  which  form  the 
basis  for  appellee's  counterclaims  must  be  considered. 
In  chronological  order  they  are  as  follows : 

1.    The  North  Star-Gillis  Note  and  Mortgage. 

Robert  H.  Renshaw  and  Ernest  H.  Gustafson  were 
and  are  co-partners,  doing  business  mider  the  name 
and  style  of  ''North  Star  Bakery."  For  purposes  of 
convenience  they  will  be  hereafter  referred  to  collec- 
tively as  "North  Star."  Also,  for  purposes  of  con- 
venience, appellant  will  be  referred  to  as  "Gillis", 
and  appellee,  as  the  "Bank." 

There  were  certain  business  transactions  between 
North  Star  and  Gillis,  and  these  cuhninated,  on  Sep- 
tember 15,  1954,  in  the  following: 

(a)  North  Star  executed  and  delivered  to  Gillis 
the  former's  promissory  note  in  the  principal  siun  of 
$19,854.83,  plus  8%  interest.  This  note  was  payable 
in  installments— the  first  being  due  on  September  15, 
1957.  However,  interest  was  paya1:)le  montlily  from  the 
date  of  the  note,  i.e.,  on  each  month  subsequent  to 
September  15,  1954.^ 


3Gustafson  deposition  (R.  86-88,  27-28). 


(b)  At  the  same  time,  as  security  for  this  debt, 
North  Star  executed,  acknowledged  and  delivered  to 
Grillis  a  mortgage  covering  certain  real  and  personal 
property  owned  by  North  Star.  The  real  property 
consisted  of  Lot  7  of  Block  H  of  the  Townsite  of 
Nome,  Alaska,  and  will  hereafter  be  referred  to  gen- 
erally as  the  "mortgaged  property"  or  "North  Star's 
property." 

This  mortgage  was  dated  September  15,  1954  and 
was  filed  for  record  in  the  Recorder's  office  at  Nome 
on  or  about  March  30,  1955  as  Instrument  No.  89848.* 

2.  The  Bank's  First  Mortgage. 

The  Gillis  mortgage  above  referred  to  was  made 
expressly  subordinate  to  the  lien  of  a  first  mortgage 
of  the  same  property  from  North  Star  to  the  Bank 
(R.  88-89).  This  first  mortgage  was  dated  at  the  same 
time,  i.e.,  September  15,  1954,  secured  a  loan  from  the 
Bank  to  North  Star  in  the  amount  of  $38,000.00,  and 
was  recorded  on  September  15,  1954  as  Instrument 
No.  89669.^ 

3.  Payment  of  North  Star-Gillis  Note ;  Release  of  Gillis  Mortgage. 
In  the  latter  part  of  January,  1957,  Grillis,  the  North 

Star  partners  and  James  G.  Manning,  executive  vice- 
president  of  the  Bank,  met  together  in  the  Bank's 
offices.  This  meeting  resulted,  among  other  things,  in 
the  following: 

(a)  Gillis  agreed  in  writing  to  sell  to  the  Bank  all 
of  Gillis'  right,  title  and  interest  in  and  to  his  sec- 


^Gustafson  deposition  (R.  88-89). 
^Manning  deposition  (R.  50-51). 


ond  mortgage  from  North  Star,  in  consideration  of 
the  payment  to  Gillis  of  the  sum  of  $15,000.00.  This 
payment  was  made  and  accepted  by  Gillis  in  full 
satisfaction  of  the  North  Star  note  to  Gillis  of  $19,- 
854.83,  plus  interest.^ 

(b)  The  Bank  paid  Gillis  the  $15,000.00  at  this 
time,  and  Gillis  delivered  to  the  Bank  his  assignment 
of  all  of  his  right,  title  and  interest  in  and  to  the 
mortgaged  property.^  At  the  same  time  Gillis  exe- 
cuted, acknowledged  and  delivered  a  satisfaction  of 
his  mortgage  from  North  Star,  and  this  was  duly  re- 
corded as  Instrument  No.  90533  on  or  about  January 
31,  1957.« 

4.     Release  of  Bank's  First  Mortgage— Execution  of  New  Mort- 
gage to  Bank. 

The  payment  of  the  $15,000.00  to  Gillis  constituted 
a  new  loan  in  that  amount  from  the  Bank  to  North 
Star  which  was  added  to  the  balance  of  the  existing 
indebtedness  of  the  latter  to  the  Bank.  Consequently, 
at  the  time  the  $15,000.00  payment  was  made  to  Gillis, 
North  Star  gave  to  the  Bank  its  promissory  note  in 
the  sum  of  $110,000.00.  The  Bank's  first  mortgage 
of  September  15,  1954  was  released  and  the  release 
recorded  (Instrument  No.  90530— January  31,  1957)  ; 
and  North  Star  then  gave  to  the  Bank  a  new  mort- 
gage of  the  same  property  as  security  for  the  increased 
total  indebtedness  of  $110,000.00.  This  new  mortgage 
from  North  Star  to  the  Bank  was  dated  January  22, 

"Manning  deposition  (R.  53-54)  ;  Gustafson  deposition  (R.  90-91). 
■^Manning  deposition  (R.  56-57). 
^Gustafson  deposition  (R.  91). 


1957,  and  was  recorded  on  January  25,  1957  as  In- 
strument No.  90525  in  Vol.  237  of  Mortgages,  at  pp. 
25-30.'^ 

At  this  point  an  important  fact  should  be  noted :  If 
Gillis  had  not  previously  recorded  a  satisfaction  of  his 
second  mortgage  on  North  Star's  property,  or  if  for 
some  reason  or  other  Gillis'  satisfaction  of  mortgage 
which  was  recorded  did  not  actually  effect  a  release 
and  satisfaction  of  the  Gillis  mortgage,  then  it  is 
clear  that  the  Bank's  mortgage  lien  became  junior 
to  the  mortgage  lien  of  Gillis — because  the  Bank  had 
released  its  prior  first  mortgage,  and  its  second  mort- 
gage in  the  amount  of  $110,000.00  was  made  after  the 
Gillis  mortgage  of  September  15,  1954. 

5.    The  Wallace  Action — Attachment  and  Judgment, 
(a)  The  Attacliinent  of  the  North  Star-Gillis  Note. 

In  the  meantime  Gillis  had  been  sued  on  a  cause  of 
action  not  related  to  these  transactions.  The  plaintiff 
in  this  action  (Civil  Action  No.  4107)  was  Joseph  Wal- 
lace, and  he  had  a  writ  of  attachment  issued  on  May 
5,  1956.  On  May  15,  1956,  the  U.  S.  Marshal  levied 
the  writ  by  attaching  the  North  Star  promissory  note 
to  Gillis  (R.  18,  44).  The  Marshal  at  this  time  took 
possession  of  the  note  from  Gillis,  and  at  no  time  sub- 
sequent thereto  did  Gillis  have  possession  of  or  control 
over  that  instrument. 

Thus,  at  the  time  subsequent  to  these  transactions 
that  Gillis  accepted  from  the  Bank  the  $15,000.00  in 
full  payment  and  satisfaction  of  the  indebtedness  rep- 


^Manning  deposition  (R.  57-60), 
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resented  by  the  note,  Gillis  did  not  have  the  note  in 
his  possession  and,  moreover,  had  no  right  to  its  pos- 
session. And,  more  important,  he  knew  of  this  situa- 
tion and  said  nothing  about  it  to  the  Bank  or  North 
Star— probably  knowing  all  too  well  that  if  the  facts 
had  been  disclosed,  he  would  not  have  received  the 
$15,000.00." 

(b)  Wallace's  Judgment  Against  Gillis. 

In  the  Wallace  action  a  money  judgment  was  en- 
tered against  Gillis  on  April  25,  1957.  Among  other 
things,  the  judgment  provided  as  follows: 

"It  Is  Further  Ordered,  Adjudged  and  Decreed, 
that  the  U.  S.  Marshal  at  Nome,  Alaska,  sell,  at 
public  auction,  that  certain  promissory  note  exe- 
cuted by  Ernest  H.  Gustaf  son  and  Robert  H.  Ren- 
shaw,  dA^a  North  Star  Bakery,  in  favor  of  de- 
fendant for  the  smn  of  Nineteen  Thousand,  Eight 
Hundred  Fifty-Four  and  83/100 's  ($19,854.83) 
Dollars,  now  in  the  possession  of  the  said  Marshal 
and  the  same  hereby  is  ordered  sold  in  accordance 
with  law,  together  with  all  of  the  interest  of  the 
said  defendant  in  and  to  Lot  Seven  (7)  of  Block 
'H'  of  the  Townsite  of  Nome,  Alaska,  by  reason 
of  that  certain  real  and  chattel  mortgage  securing 
said  debt,  recorded  in  the  office  of  the  U.  S.  Com- 
missioner of  the  Cape  Nome  Precinct,  Second 
Division,  Alaska,  as  Instrmnent  No.  89,819,  and 
that  a  good  and  sufficient  title  to  the  said  instni- 
ment  and  property  be  executed  and  delivered  by 
the  said  U.  S.  Marshal  to  the  purchaser  thereof." 
(R.  18-19,  44.) 


i^Manning  deposition  (R.  60-61);  Gustafson  deposition  (R.  93), 
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Thus,  the  North  Star  note  which  Gillis  had  received 
$15,000.00  for  was  now  to  be  sold.  In  addition,  Gillis' 
interest  as  mortgagee  in  the  North  Star  property 
which  Gillis  had  assigned  to  the  Bank,  and  in  respect 
to  which  a  satisfaction  of  mortgage  had  been  given  by 
Gillis,  was  also  to  be  sold.  The  Marshal  was  directed 
to  sell  this  property,  that  is,  the  note  and  Gillis'  inter- 
est or  equity  as  mortgagee  in  the  mortgaged  property, 
and  give  to  the  purchaser  at  such  sale  a  "good  and 
sufficient  title"  to  such  property  (R.  19,  M). 

6.     Marshal's  Sale  of  North  Star-Gillis  Note  and  Gillis'  Interest 
as  Mortgagee  in  North  Star  Property. 

It  was  no  wonder,  then,  when  execution  was  issued 
on  the  Wallace  judgment  and  notice  of  sale  given  by 
the  Marshal,''  that  North  Star  notified  the  Marshal 
that  the  note  had  been  paid  for  and  purchased  by 
North  Star  some  time  previously  when  the  $15,000.00 
had  been  paid  to  Gillis;  and  that  North  Star,  there- 
fore, had  the  right  to  possession  of  the  note,  and  fur- 
thermore, that  the  mortgage  from  North  Star  to  Gillis 
had  been  released  and  satisfied.'^ 

However,  North  Star's  third  party  claim  was  of  no 
avail.  The  Marshal  sold  the  property,  as  advertised, 
on  or  about  June  29,  1957 ;  and  Wallace,  the  judgment 
creditor  of  Gillis,  was  the  successful  bidder  at  such 
sale  for  the  sum  of  $11,225.00.  The  Marshal  delivered 
the  note  to  Wallace  and  gave  him  an  "Assignment  and 


11  (H-  19,  30-31,  44)  ;  Gustafson  deposition  (R.  94), 
12 (R.  34-35);  Gustafson  deposition  (R.  94-95). 
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Bill  of  Sale"  wliicli  certified  that  the  Marshal  had 
sold  to  Wallace  the  following: 

(a)  The  promissory  note  from  North  Star  to  Gil- 
lis  in  the  smn  of  $19,854.83 ;  and 

(b)  All  of  the  interest  of  Gillis  in  and  to  Lot  7 
of  Block  H,  Townsite  of  Nome,  Alaska,  by  reason  of 
the  mortgage  of  September  15,  1954  from  North  Star 
to  Gillis/2 

7.     Redemption  of  Note  and  Interest  in  Mortg-aged  Property  by 
Bank  and  North  Star. 

It  is  pointed  out  later  in  this  brief  that  Wallace 
was  a  holder  in  due  course  of  the  note  which  he  pur- 
chased at  the  Marshal's  sale,  and  that  any  person  to 
whom  he  might  have  transferred  the  note  would  have 
the  same  rights  as  such  holder.  The  security  for  this 
note  had  been  the  September  1954  mortgage  to  Grillis 
of  North  Star's  property  which  was  now  covered  by 
a  later  mortgage  given  by  North  Star  to  the  Bank. 
By  the  terms  of  the  judgment  in  the  Wallace  action, 
and  the  ensuing  sale  by  the  Marshal  on  execution, 
Gillis'  release  and  satisfaction  of  liis  mortgage  was, 
for  all  practical  purposes,  declared  to  have  been  in- 
effective; for  the  judgment  clearly  stated  that  Gillis' 
interest  in  North  Star's  property  as  mortgagee  thereof 
was  something  that  still  existed  and  could  be  levied 
upon.  And,  in  fact,  it  was  levied  upon  and  sold  by 
the  Marshal  to  Wallace.  The  effect  of  this,  then,  was 
to  ''reactivate"  the  lien  of  the  Gillis  mortgage  and 


'HR.  21,  36-37,45). 
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advance  it  to  a  position  superior  to  the  lien  of  the 
Bank's  mortgage  of  January  31,  1957. 

Thus,  after  the  Marshal's  sale,  Wallace  or  any 
transferee  of  his  was  able  to  demand  payment  of  a 
debt  against  North  Star  in  excess  of  $19,000.00,  and 
at  the  same  time  was  able  to  enforce  payment  by  rea- 
son of  being  in  the  position  of  a  first  mortgagee  of 
North  Star's  property. 

The  Bank  was  in  a  precarious  position.  Its  debtor, 
North  Star,  owing  the  Bank  about  $110,000.00,  might 
easily  have  been  pushed  into  insolvency  or  bankruptcy 
if  Wallace  or  a  transferee  of  his  obtained  judgment 
against  North  Star  in  excess  of  $19,000.00.  More- 
over, the  Bank  no  longer  had  the  security  which  it 
thought  it  had,  for  its  mortgage  was  now  junior  and 
subordinate  to  the  Gillis  mortgage  because  of  the 
terms  of  the  judgment  that  Wallace  obtained  against 
GilHs. 

Gillis  had  been  responsible  for  this  situation,  and 
had  the  obligation,  both  legal  and  moral,  to  indemnify 
North  Star  and  the  Bank  against  this  potential  finan- 
cial disaster  that  both  of  the  latter  faced.  But  even 
though  demands  were  made  of  Gillis  to  take  some  ac- 
tion, he  refused  to  do  anything.^*  Consequently,  the 
Bank  did  the  only  thing  that  it  could  do  under  the 
circumstances;  after  giving  appropriate  notice,^'  it 
redeemed  the  note  and  mortgagee's  interest  in  the 


i^Manning  deposition  (R.  67-68)  ;  Affidavit  of  April  10,  1958,  of 
James  A.  vo"n  der  Heydt  (R.  101-108). 

15  (R.  37-38);  Manning  deposition  (R.  64-65). 
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North  Star  property  by  paying  Wallace  the  siini  of 
$11,225.00/^ 

8.    Conclusion. 

The  foregoing  statement  of  facts  shows  the  basis  for 
the  Bank's  coimterclaims  against  Gillis.  The  note 
had  already  been  attached  when  Grillis  was  paid  $15,- 
000.00  for  it  in  January  1957 ;  and  therefore  such  pay- 
ment could  not  constitute  a  discharge  of  the  note.  Had 
the  facts  been  revealed  by  Gillis  and  knoT^^  by  the 
Bank  and  North  Star,  then  the  payment  to  Gillis 
would  not  have  been  made.  Thus,  this  is  a  clear  case 
of  a  payment  made  under  the  influence  of  mistake,  and 
a  case  where  it  would  be  inequitable  to  permit  Gillis 
to  retain  the  benefits  of  such  payment. 

The  Bank  was  entitled  to  recover  the  sum  of  $11,- 
225.00.  The  facts  show  that  when  the  Bank  paid  Wal- 
lace this  sum,  this  was  a  payment  that  Gillis,  in  equity 
and  good  conscience,  ought  to  have  made.  Gillis  had 
been  unjustly  enriched  at  the  expense  of  the  Bank, 
and  therefore  the  latter  was  entitled  to  restitution 
from  Gillis  to  that  extent. 

This  is  also  true  on  equitable  principles  of  subro- 
gation. Wallace  set  the  price  on  the  note  and  prop- 
erty interest  as  $11,225.00  because  this  was  the  balance 
due  him  on  his  judgment  against  Gillis.'"  This  pay- 
ment had  the  effect  of  paying  off  the  judgment — thus 
relieving  Gillis  from  this  obligation.  The  Bank,  not 
beins:  a  mere  volunteer  in  making  such  payment,  was 


i«(R.  39-40)  ;  Manning  deposition  (R.  66-67). 
^'Affidavit  of  von  der  Heydt  of  April  10,  1958  (R.  106). 
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subrogated  to  Wallace's  rights  as  they  then  existed, 
and  was  therefore  in  a  position  to  enforce  the  judg- 
ment against  Gillis  to  the  extent  of  $11,225.00. 


QUESTIONS  PRESENTED. 

Under  the  provisions  of  Rule  56  of  the  Federal 
Rules  of  Civil  Procedure,  the  Bank  was  entitled  to 
summary  judgment  and  recovery  against  Gillis  on  its 
counterclaims — 

''.  .  .  if  the  pleadings,  depositions,  and  admissions 
on  file,  together  with  the  affidavits,  if  any,  show 
that  there  is  no  genuine  issue  as  to  any  material 
fact  and  that  the  moving  party  is  entitled  to  a 
judgment  as  a  matter  of  law." 

Thus  the  two  questions  for  determination  are: 

1.  Was  there  any  genuine  issue  as  to  any  material 
fact^ 

2.  If  not,  then  was  the  Bank,  as  a  matter  of  law, 
entitled  to  judgment  against  Gillis  on  its  counter- 
claim? 


SUMMARY  OF  ARGUMENT. 

1.  In  his  reply  to  the  Bank's  counterclaims,  Gillis 
has  admitted  nearly  all  of  the  material  facts  which 
establish  the  basis  for  the  Bank's  judgment.  Those 
which  were  not  admitted,  and  which  were  denied 
(either  generally  or  because  of  lack  of  sufficient 
knowledge  or  information)  have  been  established  as 
true  by  evidence  produced  by  Bank,  i.e.,  the  deposi- 
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tions  of  Maiming  and  Gustafson,  and  the  affidavit  of 
James  A.  von  der  Heydt.  Gillis  failed  to  offer  counter- 
affidavits  or  other  materials  that  would  tend  to  con- 
trovert that  which  the  Bank  had  established  as  true, 
and  he  has  not  specified  any  oj^posing  evidence  that 
he  could  have  adduced  which  might  reasonably  have 
changed  the  result.  Thus,  there  was  no  credible  issue 
of  fact  to  be  tried,  and  the  action  of  the  District  Court 
in  granting  summary  judgment  for  the  Bank  was 
proper. 

2.  The  Bank  paid  Gillis  $15,000.00  for  the  purpose 
of  discharging  an  obligation  of  North  Star  to  Grillis 
which  was  represented  by  a  negotiable  promissory 
note.  At  the  time  of  payment,  the  Bank  was  ignorant 
of  the  fact  that  the  payment  did  not  discharge  the 
note  because  of  a  prior  attachment  of  the  instrument 
by  Wallace,  a  judgment  creditor  of  Gillis.  The  note 
became  an  enforceable  obligation  in  the  hands  of 
Wallace,  a  holder  in  due  course.  Because  of  circum- 
stances surrounding  the  judgTaent  obtained  by  Wallace 
against  Gillis,  and  the  business  affairs  between  and 
among  Gillis,  North  Star  and  the  Bank,  the  Bank's 
security  (a  mortgage  from  North  Star  to  the  Bank) 
was  endangered.  The  Bank  was  obliged  to  redeem 
the  note  by  paying  Wallace  the  sum  of  $11,225.00; 
and  this  payment  had  the  effect  of  discharging  and 
satisfying  to  that  extent  Wallace's  judgment  agaiast 
Gillis. 

Gillis,  by  having  his  debt  to  Wallace  so  paid,  was 
enriched  to  the  extent  of  such  payment.  This  enrich- 
ment was  imjust,  because  it  would  be  inequitable  to 
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permit  Gillis  to  retain  this  benefit— after  he  had  pre- 
viously accepted  $15,000.00  in  full  payment  of  the 
negotiable  note.  The  Bank,  therefore,  is  entitled  to 
restitution  from  Glillis  of  the  $11,225.00;  for  it  is  an 
established  principle  of  equity  that  one  who  has  been 
unjustly  enriched  at  the  expense  of  another  is  required 
to  make  restitution  to  the  other. 

The  District  Court,  then,  was  correct  in  holding  that 
the  Bank,  as  a  matter  of  law,  could  have  judgment 
against  Gillis. 


ARGUMENT. 

1.    THERE  WAS  NO  CREDIBLE  ISSUE  OF  FACT 
TO  BE  TRIED. 

Nearly  all  of  the  material  facts  which  established 
the  basis  for  the  Bank's  recovery  on  its  counterclaim 
are  admitted  in  Gillis'  reply  (R.  43-47).  Those  which 
were  not  admitted,  and  which  were  denied  either  gen- 
erally or  because  of  lack  of  sufficient  knowledge  or 
information,  have  been  established  as  true  by  the  depo- 
sitions of  James  G.  Manning  and  Ernest  H.  Gustaf- 
son,  and  by  the  affidavit  of  James  A.  von  der  Heydt. 
The  court  below  has  pointed  this  out  in  its  oral  de- 
cision (R.  116-118). 

Furthermore,  Gillis  does  not  challenge  this — either 
in  his  statement  of  points  (R.  143),  in  a  specification 
of  errors  (of  which  there  is  none),  or  in  argument  in 
his  brief.  He  does  not  contend  that  the  facts  alleged 
by  the  Bank  in  its  counterclaim  are  not  true ;  his  sole 
argument  rests  upon  purported  facts  contained  in 
paragraphs  IV  and  V  of  his  amended  complaint  (R. 
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7),  and  which,  for  the  most  part,  were  denied  by  the 
Bank  (R.  14). 

Gillis  says  that  when  he  made  the  assignment  to 
the  Bank  of  his  contract  with  the  City  of  Nome  (R. 
10-12),  the  Bank  agreed  that— 

".  .  .  no  other  claim  or  setoff  or  debt  should  be 
charged  against  the  proceeds  of  said  assignment 
and  that  only  advances  made  hy  the  Defendant 
shall  be  reimbursed  by  virtue  of  a  receipt  of  any 
money  under  the  assigmnent  and  that  any  excess 
or  balance  over  and  above  the  advances  of  the  De- 
fendant shall  be  paid  to  the  Plaintiff  immediately 
upon  receipt  of  the  proceeds  under  the  said  as- 
signment." (R.  7-8.) 

Thus,  the  whole  theory  of  appellant's  case  is  this: 

(a)  Gillis  had  a  construction  contract  with  the 
City  of  Nome,  Alaska,  which  called  for  the  payment 
to  him  by  the  City  of  a  smn  in  excess  of  $41,000.00. 

(b)  Gillis  assigned  to  the  Bank  under  this  con- 
tract— 

^'.  .  .  any  and  all  amounts  now  due  or  owing,  or 
which  may  hereafter  be  or  become  due  or  owing, 
or  remain  unpaid  at  any  time  or  times  by  the 
City  of  Nome,  Alaska,  to  assignor  ..." 

Furthermore,  it  was  provided  that — 

''This  assigmnent  is  made  and  entered  into  to 
secure  and  provide  for  the  payment  of  any  and  all 
obligations  now  due  or  owing  or  which  may  here- 
after he  or  become  due  or  oiving  by  the  under- 
signed Assignor  to  the  Bank."  (Emphasis  added.) 
(R.  12.) 
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(c)  Despite  the  express  wording  of  the  assignment, 
Gillis  asserts  that  there  was  an  oral  agreement  that  the 
written  contract  of  assignment  did  not  mean  what  it 
said  at  all — i.e.,  that  the  assignment  was  not  really 
made  to  secure  the  payment  of  "any  and  all  obliga- 
tions now  due  or  owing  or  which  may  hereafter  be  or 
become  due  or  owing"  by  Gillis  to  the  Bank  (R.  12). 

(d)  Because  of  this  purported  contemporaneous 
oral  agreement,  which  modified,  and  even  contradicted, 
the  unambiguous  provisions  of  the  written  instrument, 
it  is  appellant's  theory  that  the  Bank  had  no  right  to 
retain  for  itself  from  the  assigned  funds  the  sum  of 
$11,225.00,  despite  the  fact  that  by  reason  of  Gillis' 
unjust  enrichment,  this  sum  could  be  lawfully  claimed 
by  the  Bank  from  Gillis  in  an  action  based  upon  the 
equitable  theory  of  restitution.  In  other  words,  the 
Bank  was  supposed  to  have  paid  over  the  $11,225.00 
to  Gillis  at  the  same  time  that  it  had  a  valid  claim 
in  that  amount  against  Gillis,  and  then  after  that 
brought  suit  on  such  claim. 

This  theory  of  the  case  as  advanced  by  appellant  is 
not  sound.  In  answer  to  the  amended  complaint,  the 
Bank  denied  the  existence  of  such  an  oral  modification 
of  the  contract  of  assignment  (R.  14).  And  the  tes- 
timony of  James  G.  Manning,  executive  vice-president 
of  the  Bank,  negatives  the  theory  now  advanced  by 
Gillis.  Mr.  Manning  testified  that  Gillis  had  in- 
structed him  to  ''hold"  this  money  until  he  could  dis- 
cuss the  matter  with  his  attorney,  and  that  after  giv- 
ing such  instructions  to  Manning,  Gillis  never  re- 
turned to  the  Bank  to  discuss  the  matter  any  further 
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(R.  70).  Moreover,  after  this  conversation  had  taken 
place,  Gillis'  attorney,  Mr.  Crane,  discussed  this  mat- 
ter with  Manning,  and  mentioned  to  the  latter  that 
he  would  like  to  have  the  Bank  apply  the  $11,225.00 
as  a  credit  on  a  prior  and  still  existing  mortgage  loan 
from  the  Bank  to  Gillis  (R.  73).  Certainly,  this  tes- 
timony serves  to  discredit  the  theory  now  proposed 
by  Gillis — that  such  funds  were  to  be  promptly  paid 
to  him  and  not  to  be  used  as  credit  against  other  claims 
or  set-offs  or  debts  that  might  be  owing  from  Gillis 
to  the  Bank  (R.  7). 

Gillis  made  no  effort  to  controvert  Manning's  tes- 
timony. The  deposition  was  taken  pursuant  to  a 
stipulation  entered  into  between  counsel  for  Gillis  and 
for  the  Bank  (R.  84),  and  Gillis  did  not  even  cross- 
examine  the  witness.  There  was  not  produced  any 
counter-affidavit  or  deposition  of  Gillis,  and  the  only 
matters  filed  by  him  in  opposition  to  the  motion  for 
summary  judgment  were  the  affidavits  of  Robert  A. 
Parrish  (R.  109)  and  of  Gillis'  counsel,  Fred  D. 
Crane  (R.  112).  Neither  affidavit  touched  on  the  sub- 
ject of  the  disposition  of  the  assigned  funds,  and 
thus  neither  served  to  discredit  the  testimony  of  the 
Bank's  witness  on  this  point. 

The  deposition  of  Manning  must  be  taken  at  its  face 
value.  It  establishes  the  lack  of  a  triable  issue  on  this 
aspect  of  the  controversy.  What  the  witness  has  tes- 
tified to  has  not  been  discredited  by  Gillis — or  even 
explained  or  denied  by  him.  Since  Gillis  has  failed 
to  offer  counter-affidavits  or  other  materials  that 
raise  a  credible  issue,  and  has  not  at  least  specified 
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some  opposing  evidence  that  lie  could  have  adduced 
which  might  reasonably  have  changed  the  result,  the 
granting  of  the  Bank's  motion  for  summary  judgment 
was  entirely  proper.  Lindsey  v.  Leavy,  149  F.  2d  899, 
902  (CA-9  1945)  ;  Byrnes  v.  Mutual  Life  Insurance 
Company,  217  F.  2d  497,  500-501  (CA-9  1955)  ;  James 
V.  Honaker  Drilling,  Inc.,  254  F.  2d  702,  706  (CA-10 
1958)  ;  Moore's  Federal  Practice,  Vol.  6,  Sec.  56.11 
(3),  pp.  2067-2073. 

The  authorities  cited  by  Gillis  in  support  of  his 
argument  that  there  was  a  genuine  issue  to  be  tried 
(Appellant's  Brief,  pp.  3-6)  are  perfectly  sound  cases, 
and  the  Bank  does  not  quarrel  with  their  hold- 
ings. But  they  are  of  no  assistance  to  Grillis  because 
of  the  essential  differences  between  the  factual  situ- 
ations, there  and  here.  In  the  cases  referred  to  there 
were  in  fact  triable  issues  that  had  been  raised,  not 
only  by  the  pleadings,  but  also  by  affidavits  and  other 
evidence;  whereas  in  the  case  being  considered  here, 
there  were  no  such  issues  of  fact  for  trial. 

It  is  true,  as  Gillis  states,  that  his  complaint — 
'S  .  .  recites  as  cause  one  of  the  action  that  the 
assignment  was  a  separate  and  distinct  transac- 
tion and  was  delivered  to  the  appellee  under  cer- 
tain conditions;  that  Appellee  has  accepted  such 
an  assignment  with  the  clear  understanding  that 
upon  the  performance  and  completion  of  the  work 
called  for  under  the  school  contract  by  the  Ap- 
pellant, and  the  Appellee  being  reimbursed  for 
the  specific  advances  made  against  such  an  as- 
signment, any  monies  over  and  above  the  Appel- 
lee's advances  were  to  be  remitted  to  the  Appel- 
lant." (Appellant's  Brief,  page  5.) 
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But  a  mere  recitation  of  something  does  not  serve  to 
foreclose  summary  disposal  of  the  case  where  the 
truth  of  the  alleged  facts  recited  are  discredited  by 
depositions  of  the  adverse  party,  and  where  the  ap- 
pellant fails  to  come  forth  with  something  that  would 
serve  to  verify  that  which  is  contained  in  his  com- 
plaint. 

The  assignment  was  made  in  March  1957  (R.  10- 
12).  It  was  in  August  of  that  year  that  the  discus- 
sion took  place  between  Gillis  and  Manning,  where 
the  latter  was  instructed  to  ''hold"  the  $11,225.00 
(R.  70).  And  it  was  even  later,  in  October,  that  Gil- 
lis'  counsel,  Mr.  Crane,  suggested  that  the  money  be 
used  as  a  credit  against  other  indebtedness  owing  by 
amis  to  the  Bank  (R.  73). 

Thus,  even  assuming  that  there  had  been  a  contem- 
poraneous, oral  modification  of  the  contract  of  as- 
signment, the  evidence  shows  that  subsequent  to  this 
Gillis  had  waived  his  purported  right  to  have  the 
assigned  fimds  paid  to  him  without  regard  to  other 
obligations  that  he  owed  to  the  Bank.  This  has  not 
been  denied  or  controverted  in  any  fashion  by  Gil- 
lis,  even  though  there  was  ample  opportunity  for  him 
to  specify  some  opposing  evidence  that  he  might  have 
had.  This  is  precisely  the  type  of  situation  that  calls 
for  the  application  of  the  remedy  of  summary  judg- 
ment. 

This  demonstrates  that  the  factual  statement  set  out 
in  Gillis'  brief  (pp.  1-3)  is  not  accurate.  The  judg- 
ment that  was  secured  by  the  Bank  was  not  based 
solely  on  affidavits  and  depositions  taken  of  the  Bank's 
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witnesses  (Appellant's  Brief,  p.  2),  but  rather  was 
based  almost  entirely  on  the  admissions  contained  in 
the  pleadings.  The  District  Court  did  consider  the 
depositions  and  the  affidavits  of  both  parties,  as  is 
permitted  by  Rule  56.  But  it  found  from  this  consid- 
eration, and  from  the  pleadings,  that  the  only  issue 
of  fact  controverted  was  that  relating  to  the  claimed 
knowledge  of  the  officers  of  the  Bank  of  the  attach- 
ment of  the  note;  and  the  court  found  this  to  con- 
stitute no  genuine  issue  of  material  fact  (R.  116-118, 
121). 

It  also  is  not  true  that  the  assignment  by  Gillis  to 
the  Bank  was  not  considered  by  the  court  below,  or 
that  Gillis  was  deprived  of  his  right  to  submit  proof 
as  to  what  he  terms  the  'Hrue  understanding  between 
the  parties."  (Appellant's  Brief,  p.  3).  The  fact  is 
that  the  legal  effect  of  the  assignment  was  fully  con- 
sidered by  the  District  Court  (R.  119).  And,  as 
pointed  out  above,  Gillis  did  not  avail  himself  of  the 
adequate  occasion  afforded  him  to  produce  evidence 
on  this  subject  by  way  of  depositions  or  affidavits. 


2.     THE  JUDGMENT  FOR  THE  BANK  WAS  CORRECT 
AS  A  MATTER  OF  LAW. 

Gillis  appears  to  rely  wholly  upon  the  argument 
that  the  assignment  was  made  on  the  sole  understand- 
ing that  moneys  in  excess  of  funds  advanced  by  the 
Bank  on  Gillis'  contract  with  the  City  of  Nome  were 
to  be  paid  to  him — regardless  of  other  transactions 
between  the  parties.    He  does  not  argue  that  if  such 
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''other  transactions"  did  give  rise  to  the  Bank's  right 
of  set-off,  that  he  was  not  indebted  to  the  Bank  on  the 
basis  of  his  obligation  to  make  restitution  in  accord- 
ance with  the  Bank's  counterclaims  in  this  action. 

Thus,  one  might  assume  from  this  that  Gillis  ad- 
mits the  validity  of  the  Bank's  claim  for  restitution, 
and  in  effect,  that  the  Bank  might  have  judgment 
against  Gillis  on  its  counterclaim — provided,  that  the 
judgment  is  not  satisfied  by  the  application  of  the 
$11,225.00  which  had  been  retained  by  the  Bank  from 
the  assigned  funds. 

If  this  is  a  correct  assiunption  to  make,  then  the 
Bank  need  not  proceed  beyond  this  point  in  its  an- 
swering brief.  But  in  the  event  that  the  court  wishes, 
nevertheless,  to  consider  the  legal  theory  of  the  Bank's 
claim  against  Gillis,  then  the  following  additional 
argument  may  be  considered. 

(a)  The  Payment  to  Gillis  of  $15,000.00  Was  Made  Under  Influ- 
ence of  Mistake  of  Fact. 

When  the  Bank  paid  the  $15,000.00  to  Gillis  on  or 
about  January  30,  1957,  it  is  uncontroverted  that  such 
payment  was  made  in  the  belief  that  the  North  Star- 
Gillis  note  for  $19,854.83  was  thus  paid  in  full.  If 
this  had  not  been  the  belief  of  North  Star  and  the 
Bank,  then  it  is  obvious  that  the  Bank  would  not  have 
paid  out  the  $15,000.00  to  Gillis  and,  at  the  same  time, 
make  this  a  loan  to  North  Star.  This  is  borne  out  by 
the  direct  testimony  of  Manning,^^  the  executive  vice- 
president  of  the  Bank,  and  by  the  testimony  of  Gus- 


'^Manning  deposition  (R.  61-63). 
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tafson/^  one  of  the  North  Star  partners.  And  it  is 
an  obvious  inference  from  the  admitted  facts;  for  no 
one,  particularly  a  commercial  institution  like  the 
Bank,  would  reasonably  be  expected  to  pay  $15,000.00 
in  full  satisfaction  of  a  negotiable  promissory  note  if 
it  knew  that  the  payee  did  not  have  control  over  the 
note  and  was  unable  to  effect  its  discharge. 

Therefore,  this  payment  was  made  under  influence 
of  a  mistake  of  fact,  caused  by  the  failure  of  Grillis  to 
notify  the  Bank  and  North  Star  that  he  did  not  have 
possession  of  the  note,  that  it  had  been  attached  by  the 
U.  S.  Marshal,  and  therefore,  that  the  $15,000.00  pay- 
ment could  not  discharge  the  obligation.  This  was  a 
breach  of  a  duty  of  good  faith  that  a  holder  of  a  note 
owes  to  the  payor.  See  Restatement  of  Restitution, 
Sec.  34,  p.  140. 

The  case  of  Tarascio  v.  Mancnso,  3  NW  2d  400,  402 
(Neb.  1942),  establishes  the  rule  of  law  that  supports 
the  Bank's  position.  In  that  case  the  payee  of  a  note 
had  received  payments  from  the  maker.  However,  at 
the  same  time  that  these  payments  were  made,  the 
maker's  obligation  to  the  payee  had  been  satisfied  by 
payments  made  by  a  third  party.  This,  of  course,  was 
unknown  to  the  maker  until  after  he  had  also  paid 
the  obligation. 

The  court  allowed  the  maker  of  the  note  to  recover 
payments  he  had  made  to  the  payee.  The  court  said 
that  where  money  is  paid  to  another  imder  influence 
of  mistake,  i.e.,  upon  the  supposition  that  specific 


loQustafson  deposition  (R.  92-94), 
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facts  are  true,  which  would  entitle  the  other  to  the 
money,  and  the  money  would  not  have  been  paid  if  it 
had  been  known  to  the  payor  that  the  facts  were  un- 
true, that  an  action  will  then  lie  to  recover  back  such 
money. 

That  is  the  precise  situation  here.  The  Bank  paid 
Grillis  $15,000.00  upon  the  supposition  that  this  pay- 
ment constituted  full  payment  and  discharge  of  a 
promissory  note  for  over  $19,000.00.  If  this  had  been 
true,  then  clearly  Gillis,  the  payee  of  the  note,  would 
have  been  entitled  to  the  money.  But  this  supposi- 
tion was  erroneous,  because  the  obligation  could  not 
be  discharged  by  such  payment ;  and  if  the  Bank  had 
known  that,  the  payment  would  not  have  been  made. 
Therefore,  the  Bank  either  in  its  own  right,  or  as 
assignee  of  North  Star,-°  may  have  recovery  against 
Gillis. 

Explicit  authority  for  the  Bank's  position  is  con- 
tained in  the  American  Law  Institute's  Restatement 
of  Restitution.    Sec.  24  (1)  states: 

*' Unless  it  is  otherwise  agreed,  a  right  to  restitu- 
tion exists  in  favor  of  a  person  who,  erroneously 
believing  because  of  a  mistake  of  fact  that  another 
has  a  right,  title,  or  power,  other  than  an  inter- 
est in  land,  and  induced  by  such  mistake  has  paid 
money  to  the  other  in  exchange  for  the  transfer 
of  or  promise  to  transfer  the  right  or  title  or  for 
the  exercise  of  or  the  promise  to  exercise  the 
power,  if  because  of  the  non-existence  of  such 
right,  title  or  power,  the  payor  fails  to  receive 
what  it  was  agreed  he  should  receive." 


-'HR.  41-42)  ;  Gustafson  deposition  (R.  97-98), 
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On  page  112  of  the  Restatement  the  following  illus- 
tration of  the  rule  is  given: 

''2.  A  owes  B  $100.  This  debt  is  garnisheed  by 
C.  B  assigns  the  debt  to  D  for  $80,  both  B  and 
D  being  in  ignorance  of  the  garnishment  proceed- 
ings which  entitle  C  to  receive  payment  from  A. 
D  is  entitled  to  restitution  of  $80  from  B." 

This  illustration,  "translated"  to  fit  the  facts  in 
this  case,  results  in  the  following: 

North  Star  owed  GiUis  $15,000.00.  This  debt  is 
garnisheed  by  Wallace.  Grillis  assigns  the  debt  to 
the  Bank,-^  both  Gillis  and  the  Bank  being  in  ig- 
norance of  the  garnishment  proceeding,  which  en- 
titles Wallace  to  receive  payment  from  North 
Star.  The  Bank  is  entitled  to  restitution  from 
Gillis. 

Assuming  that  this  had  been  the  complete  factual 
situation,  the  Bank  would  be  entitled  to  restitution 
from  Gillis,  because — 

(a)  The  Bank  erroneously  believed,  because 
of  a  mistake  of  fact,  that  Gillis  had  the  right  or 
power  to  cancel  the  debt  and  discharge  the  ne- 
gotiable note. 

(b)  Induced  by  such  mistake,  the  Bank  paid 
the  money  to  Gillis  in  exchange  for  the  transfer 
of  the  right  or  title  that  Gillis  had  to  the  note. 

(c)  That  supposed  right,  title  or  power  of 
Gillis  was,  in  fact,  non-existent  because  of  a  prior 
attachment  of  the  note,  and  therefore  the  Bank 


-1  Defendant's  Answer — Ex.  3. 
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failed  to  receive  what  it  was  agreed  that  it  should 
receive.^^ 

The  illustration  noted  above  shows  that  the  Bank 
would  be  entitled  to  restitution  from  Gillis  if  the  lat- 
ter had  been  ignorant  of  the  attachment  proceedings. 
But  here  Gillis  knew  that  he  had  no  title  to  the  note 
or  power  or  right  to  discharge  it,  because  instead  of 
garnishing  the  debt,  Wallace  had  attached  the  note 
itself  and  had  taken  it  from  Gillis'  possession  with 
the  latter 's  knowledge.  In  fact,  Gillis  admits  in  an- 
swermg  paragraph  number  7  of  the  Bank's  first  coun- 
terclaim that  he  knew,  when  he  received  the  $15,- 
000.00  from  the  Bank,  that  the  note  had  been 
attached  and  was  not  in  his  possession  (R.  7,  44). 

From  the  time  of  attachment,  Wallace  was  deemed 
to  be  a  purchaser  in  good  faith  for  value  (Sec.  55-6-67 
ACL  A  1949),  and  therefore  he,  and  not  Gillis,  was 
entitled  to  receive  payment  on  the  note  when  the 
$15,000.00  was  paid.  Consequently,  the  facts  in  this 
case  reveal  a  much  stronger  case  for  restitution  than 
that  shown  in  the  above  mentioned  illustration  found 
on  page  112  of  the  Restatement  of  Restitution.^' 

The  rule  which  permits  the  Bank  to  recover  here 
is  also  stated  in  Corpus  Juris  Secundiun. 

"In  accord  with  the  general  rule  stated  in  the 
title  Payment  Sec.  157,  48  C.J.  p.  759  note  82, 
but    subject    to    the    limitations    hereinafter   set 


-^Restatement  of  Restitution,  supra,  Sec.  24  (1). 

23See  also:  Restatement  of  Restitution,  Sec.  29,  p.  129,  where  it 
is  stated:  "*  *  *  Thus  a  person  is  entitled  to  restitution  if,  be- 
cause of  a  mistake  of  fact,  he  .  .  .  purchases  a  note  from  a  person 
who  has  no  power  to  transfer  it  .  .  ." 
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forth,  ordinarily  one  paying  a  negotiable  instru- 
ment under  a  mistake  of  fact  may  recover  such 
payment  from  the  person  receiving  the  same, 
unless  the  circumstances  are  such  that  the  latter 
may  in  good  conscience  retain  the  payment. 
While  the  payment  may  certainly  be  recovered  if 
no  negligence  can  be  imputed  to  the  payor  in 
making  the  payment,  it  has  been  held  that  there 
may  be  a  recovery  regardless  of  any  negligence 
on  his  part,  if  the  position  of  the  person  to  whom 
payment  was  made  has  not  thereby  been  changed 
to  his  prejudice."^* 

There  are  certainly  no  circumstances  here  which 
will  permit  Gillis  ''in  good  conscience"  to  retain  the 
payment — particularly  in  view  of  the  fact  that  because 
of  his  lack  of  title  to  the  note  at  the  time  it  was  paid, 
he  later  received  a  benefit  in  having  $11,225.00  paid 
by  the  Bank  in  satisfaction  of  the  judgment  against 
him  which  had  been  obtained  by  Wallace. 

To  summarize  this  portion  of  the  Bank's  argument, 
and  placing  the  Bank  in  the  place  of  North  Star  by 
virtue  of  the  latter 's  assignment  of  its  rights  against 
Gillis^^,  the  situation  is  this :  the  maker  of  a  negotiable 
promissory  note  made  pajrment  of  the  note  to  the 
payee  after  transfer  of  the  instrument  to  a  bona  fide 
holder  in  due  course  (Wallace).  In  this  situation  the 
maker  may  recover  this  payment  from  the  payee 
(10  CJS,  Bills  and  Notes,  Sec.  467h,  p.  1012). 

A  case  directly  in  point  is  that  of  N'etvhall  Savings 
Bank  v.  Buck,  197  NW  987  (Iowa  1924).    There  M 


2410  CJS,  Bills  and  Notes,  See.  467h,  pp.  1011-1012. 
25Gustafson  deposition  (R.  97-98). 
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(the  maker)  gave  Ms  note  to  P  (the  payee),  who  in 
turn  endorsed  it  and  transferred  it  to  X.  X  then 
endorsed  and  transferred  the  note  to  Y  for  vahie. 
After  these  transactions  had  occurred,  M  paid  the 
amount  of  the  note  to  P,  believing  that  the  note  was 
then  in  the  hands  of  X.  Y,  the  last  holder  and  the 
plaintiff  in  the  action,  l^rought  a  suit  on  the  note 
against  M,  and  M  sought  in  the  same  suit  to  recover 
from  X. 

The  court  allowed  recovery  by  Y  against  M — recog- 
nizing the  settled  doctrine  that  payment  of  a  negoti- 
able note  to  the  payee  after  negotiation  is  not  binding 
upon  the  transferee  if  the  latter  is  a  holder  in  due 
course — except  where  the  payee  is  agent  for  the  holder 
and  authorized  by  the  latter  to  recover  payment.-^ 

However,  the  judgment  of  the  lower  court  was 
reversed  in  part  and  the  case  remanded  for  a  new 
trial.  This  was  done  so  that  the  jury  could  decide 
whether,  when  M  paid  the  amount  of  the  note  to  P, 
he  was  making  such  payment  to  P  as  as'ent  for  X — 
intending  that,  actually,  payment  should  be  made  to 
the  person  he  then  thought  to  have  the  note,  i.e.,  X. 

The  appellate  court  stated  that  if  X  had  received 
the  payment  and  had  failed  to  apply  it  on  the  note, 
then  he  would  be  liable  to  M.  This  case,  therefore,  is 
authority  for  the  proposition  urged  here  by  the  Bank 
— that  if  a  maker  pays  the  payee  and  the  latter  fails 
to  apply  payment  on  the  note  (which  Gillis  failed  to 
do),  then  the  maker  can  recover  such  payment  from 
the  payee. 


26A  statement  of  this  rule  will  be  found  in  103  ALR  653,  656- 
657. 
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(b)  The  Bank  Is  Entitled  to  Restitution  of  the  $11,225.00  Paid 
to  Wallace. 

It  has  been  pointed  out  earlier  in  this  brief  that 
the  Bank  paid  Wallace  $11,225.00  for  the  North  Star- 
Gillis  note  and  Grillis'  interest  as  mortgagee  in  the 
North  Star  property ;  that  this  payment  was  not  made 
officiously  but  rather,  under  legal  compulsion;  that 
because  Gillis  had  previously  received  $15,000.00  in 
payment  of  the  note  and  for  a  release  of  his  mort- 
gagee's interest,  the  payment  to  AVallace  by  the  Bank 
was  a  payment  which  Gillis,  in  justice,  ought  to  have 
made;  and  that  since  the  Bank's  payment  to  Wallace 
relieved  Gillis  of  paying,  to  that  extent,  the  judgment 
that  Wallace  had  obtained  against  him,  Gillis  had  a 
distinct  benefit  conferred  upon  him  by  the  Bank. 

The  court  below  has  held  that  the  Bank  was  not 
entitled  to  judgment  on  its  first  counterclaim  for  the 
sum  of  $15,000.00  paid  to  Gillis  to  satisfy  the  note — 
the  reason  being  that  there  had  been  a  complete  accord 
and  satisfaction  between  the  Bank  and  North  Star 
for  the  indebtedness  represented  by  the  note  (R. 
118-119).  The  Bank  has  no  quarrel  with  this  deter- 
mination. 

The  court  below,  however,  did  hold  that  the  Bank 
was  entitled  to  recover  the  $11,225.00  which  it  had 
been  forced  to  pay  to  Wallace,  the  judgment  creditor 
of  Gillis  (R.  119-120).  The  Bank  submits  that  this 
decision  was  correct ;  that  it  was  entitled  to  restitution 
from  Gillis  of  that  amount  because  Gillis  had  been 
unjustly  enriched  to  that  extent  at  the  Bank's  ex- 
pense. 
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Grillis  might  contend  that  when  the  Bank  purchased 
the  note  from  Wallace  for  $11,225.00  it  acted  volmi- 
tarily  or  '^officiously",  i.e.,  without  legal  compulsion, 
because  Wallace  did  not  then  own  an  enforceable 
obligation.  The  basis  for  this  argument  will  possibly 
be  that  when  Gillis  was  paid  the  $15,000.00,  it  was  at 
a  time  when  he  owned  the  note  and  was  entitled  to 
payment;  therefore,  this  payment  constituted  a  dis- 
charge of  the  instrument. 

But  in  so  arguing,  Gillis  will  overlook  the  fact  that 
iDefore  the  fii'st  installment  of  the  note  had  matured, 
it  had  been  attached  by  legal  process.  First  of  all,  the 
attachment  was  valid,  for  the  note  itself  was  subject 
to  attachment  and  it  was  not  necessary  to  garnish  the 
debt.  The  Alaska  attachment  statute  states  that — 

' '  Personal  property  capable  of  manual  delivery  to 
the  Marshal,  and  not  in  the  possession  of  a  third 
person,  shall  be  attached  by  taking  it  into  his 
custody"  (Sec.  55-6-66  ACLA  1949). 

The  Supreme  Court  of  Oregon,  in  construing  a 
similar  statute  in  a  case  invohing  the  same  factual 
situation,  has  said: 

''*  *  *  It  is  obvious  that,  in  specifying  the  class 
of  property  subject  to  attachment,  by  the  Sheriff 
taking  the  same  into  his  custody,  the  statute  was 
intended  to  include  instnunents  of  this  character 
(a  negotiable  promissory  note)." 
Fishburn  v.  Londersliausen,  92  P.  1060,  15  Ann 

Cases  975  (Oreg.  1907). 
See  also:  Annotation  in  41  ALR   1003,  1007, 
et  seq. 
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Secondly,  the  Alaska  statutes  on  attachment  also 
provide  that — 

"From  the  date  of  the  attachment  until  it  be  dis- 
charged or  the  writ  executed,  the  plaintiff  as 
against  third  persons  shall  be  deemed  a  purchaser 
in  good  faith  and  for  a  valuable  consideration  of 
the  property,  real  or  personal,  attached  .  .  ." 
(Sec.  55-6-67). 

When  the  Wallace  writ  of  attachment  was  executed 
on  May  15,  1956,  Gillis  was  the  owner  of  a  negotiable 
promissory  note  in  the  amount  of  $19,854.83.  The  note 
was  complete  and  regular  on  its  face,  it  was  not  over- 
due, it  had  not  been  dishonored,  and  there  was  no 
infirmity  in  the  instrument,  and  it  had  not  been  paid. 
Consequently,  when  Wallace  eventually  got  physical 
possession  and  title  to  the  note  at  the  Marshal's  sale 
on  June  29,  1957,  he  acquired  whatever  rights  Gillis 
had  had  in  the  note  at  the  time  of  attachment,  i.e., 
May  15,  1956.  See  7  CJS,  Attachment,  Sec.  239,  p. 
413.  And  since  Wallace,  by  the  terms  of  the  attach- 
ment statute,  was  deemed  to  be  a  purchaser  in  good 
faith  and  for  value  as  of  the  date  of  attachment,  it 
is  clear  that  he  became  a  holder  in  due  course  of  this 
negotiable  instrument  (Uniform  Negotiable  Instru- 
ments law— Sec.  27-1-72  ACLA  1949).  As  such,  he 
held— 

"...  the  instrument  free  from  any  defect  of  title 
of  prior  parties,  and  free  from  defenses  available 
to  prior  parties  among  themselves  and  may  en- 
force payment  of  the  instrument  for  the  full 
amount  thereof  against  all  parties  liable  thereon" 
(Emphasis  added)  (Sec.  27-1-77  ACLA  1949). 
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And  even  in  the  absence  of  an  explicit  statute  such 
as  Sec.  55-6-67,  there  is  good  authority  for  the  propo- 
sition that  Wallace  would  be  a  holder  in  due  course 
because  he  was  a  purchaser  at  a  judicial  sale.  In 
Beutel's  ''Brannan  Negotiable  Instruments  Law",  7th 
Ed.,  p.  828,  it  is  said: 

''In  Middle  Tennessee  Bank  v,  McKennon 
(Tenn.),  99  SW  2d  564,  criticized  in  14  Tenn.  L. 
Rev.  631,  it  was  held  that  a  purchaser  at  a  judi- 
cial sale  could  not  be  a  holder  in  due  course.  It 
is  submitted  that  the  case  is  wrong.  An  instru- 
ment does  not  lose  its  negotiability  simply  because 
it  becomes  part  of  a  judicial  proceeding.  A 
proper  result  was  reached  in  Puissecur  v.  Yar- 
brough,  164  P.  (2d)  42,  affirmed  by  the  Supreme 
Court  [Cal.  (2d)],  175  P.  (2d)  830." 

In  the  above  mentioned  case  of  Puissecur  v.  Yar- 
brough,  164  P.  2d  42,  affirmed  in  175  P.  2d  830,  a  note 
was  in  possession  of  a  bank  for  collection.  On  June 
19,  1940,  a  writ  of  execution  was  issued  on  a  judgment 
which  had  been  rendered  against  the  payee  of  the 
note,  and  such  writ  was  served  on  the  bank.  At  this 
time  the  note  was  not  delivered  to  the  Sheriff.  Then 
on  September  15,  1940,  the  payee  of  the  note  assigned 
it  to  X.  Later  the  note  was  delivered  to  the  Sheriff 
who  then  sold  it  to  the  plaintiff.  Plaintiff  brought  a 
suit  on  the  note  against  the  maker.  The  maker  de- 
fended on  the  ground  that  he  had  paid  the  amount 
of  the  note  to  X  (the  assignee  of  the  payee). 

The  court  said  that  since  the  assignment  to  X  took 
place  after  levy  of  execution,  X  could  not  claim  any 
greater  rights  by  virtue  of  the  transfer  than  the  payee 
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had  at  that  time.  It  was  held  that  X  took  the  assign- 
ment from  the  payee  subject  to  plaintiff's  rights 
imder  the  lien  of  the  levy  of  writ  of  execution.  There- 
fore, the  maker  of  the  note,  although  having  made 
payments  to  the  assignee,  was  in  default  on  the  note 
as  his  liability  was  not  discharged  by  payments  made 
to  the  assignee,  X. 

The  net  effect  of  this  decision  is  that  the  purchaser 
of  the  note  at  the  Sheriff's  sale  was  a  holder  in  due 
course,  and  had  the  right  to  enforce  payment  against 
the  maker. 

Similarly,  Wallace  became  a  holder  in  due  course 
of  the  North  Star-Gillis  note.  He  had  the  right,  and 
any  transferee  of  his  would  also  have  the  right,^'  to 
enforce  payment  of  the  note  for  its  full  amoimt 
against  North  Star.    There  was  no  escape  from  this. 

To  say  the  least,  the  Bank's  position  was  unen- 
viable. A  negotiable  promissory  note  which  the  Bank 
had  thought  was  discharged  in  January  1957  suddenly 
turned  up  as  an  enforceable  obligation  in  the  hands 
of  a  holder  in  due  course.  North  Star  already  was 
indebted  to  the  Bank  in  excess  of  $100,000.00  and  was 
not  in  particularly  good  financial  condition.  A  judg- 
ment by  Wallace,  or  by  a  transferee  of  his,  against 
North  Star  in  excess  of  $20,000.00  possibly  would  have 
been  enough  to  put  North  Star  in  bankruptcy  or  in- 
solvency, and  the  chances  then  of  the  Bank  obtaining 
regular  payments  on  the  $100,000.00  indebtedness 
from  North  Star  would  be  nil. 


s-^See  Sec.  27-1-78  ACLA  1949,  "Rights  of  Transferee  of  Holder 
in  Due  Course." 
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But  more  serious  was  the  danger  to  the  Bank's 
security  which  consisted  of  a  mortgage  made  in  Janu- 
ary 1957  on  North  Star's  property.  The  Bank  previ- 
ously had  been  the  senior  enciunbrancer  of  this  prop- 
erty mider  its  mortgage  of  Sej)tember  1954.  But  rely- 
ing on  the  assignment  from  Gillis  and  the  release  of 
his  second  mortgage  at  the  time  he  was  paid  the 
$15,000.00-^,  the  Bank  released  its  prior  mortgage  and 
took  a  new  one  from  North  Star  in  January  1957.-^ 
Then  under  the  terms  of  TTallace's  judgment  against 
Gillis,  followed  by  the  Marshal 's  sale  on  execution,  the 
Bank  was  faced  with  an  alarming  fact:  the  Gillis 
mortgage  had  been  "revived"  by  virtue  of  "Wallace's 
attachment,  judgment  and  execution.  It  was  no  longer 
a  ''second"  mortgage,  but  now  was  superior;  because 
it  was  prior  in  time  to  the  Bank's  mortgage  of  Janu- 
ary 1957. 

''A  person  who  has  been  im justly  enriched  at  the 
expense  of  another  is  required  to  make  restitution  to 
the  other."  Bestotement  of  Restitution,  Sec.  1,  p.  12. 
Gillis  was  ''enriched''  by  the  Bank's  $11,225.00  pay- 
ment to  "Wallace,  because  Gillis  thus  had  his  debt  to 
Wallace  satisfied  to  the  extent  of  that  payment.  Thus, 
there  is  no  doubt  that  the  Bank  conferred  a  distinct 
benefit  on  Gillis. 

Gillis'  enrichment  was  unjust  because  the  facts 
show  that  he  received  this  benefit  in  such  circimi- 
stances  that  it  would  be  inequitable  to  permit  him  to 


-'^^Manning  deposition  (R.  55-56)  :  Gustafson  deposition  (R.  90- 
92). 

29Manning  deposition  (R.  57-60). 
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retain  it.'"  He  had  received  $15,000.00  for  the  note 
at  a  time  when  he  had  no  title  or  right  to  that  instru- 
ment, i.e.,  when  Wallace,  by  virtue  of  the  Alaska 
attachment  statute,  had  ''purchased"  the  note  in  good 
faith  and  for  a  valuable  consideration.  Solely  because 
of  this  happening,  the  Bank  was  compelled  later  to 
pay  off  Gillis'  debt  to  Wallace  to  the  extent  of 
$11,225.00.  Certainly,  it  would  be  inequitable  to  allow 
Gillis  to  retain  the  benefit  imder  these  circumstances. 
If  the  Bank  was  obliged  to  pay  Wallace  $11,225.00 
because  Gillis  had  taken  $15,000.00  for  a  negotiable 
promissory  note  that  he  had  no  right  to  or  power  to 
discharge  (and  this  is  what  happened),  then  in  good 
conscience  Gillis,  and  not  the  Bank,  is  the  one  who 
ought  to  have  paid  this  debt  to  Wallace. 

And  the  circumstances  related  above  show  that  the 
Bank  was  not  a  mere  volunteer — that  it  was  not  act- 
ing officiously  in  making  the  payment  to  Wallace. 
What  else  was  it  to  do,  when  the  only  way  it  could 
protect  its  mortgage  security  was  to  have  assigned  to 
it  by  Wallace  the  note  and  the  mortgagee's  property 
right  that  Wallace  had  obtained  at  the  Marshal 's  sale  ? 

The  Bank  was  actually  compelled  to  pay  this  debt 
of  Gillis,  and  under  the  accepted  rule  in  such  cases, 
where  the  debt  is  one  which  another  in  good  conscience 
ought  to  pay,  the  Bank  should  be  allowed  to  recover 
the  payment  from  Gillis.  See  Brandtjen  c&  Kluge, 
Inc.  V.  Fincher,  111  P.  2d  979,  981  (Cal.  1941).  One 
does  not  act  officiously  when  he  acts  from  some  legal 


sopoj.  jreneral  statement  of  rule  see  Atlantic  Coastline  v.  Florida, 
295  US  301,  309  (1935). 
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compulsion,  nor  when  he  acts  from  necessity  to  pre- 
serve his  property.  City  of  Biddleford  v.  Benoit,  147 
Atl.  151,  155  (Maine  1929).  Where  one  pays  to  pro- 
tect his  interest  in  property  and  to  prevent  it  from 
being  sold  under  foreclosure  proceedings,  he  is  allowed 
to  recover  the  pajrment  so  made.  Peterson  v.  Howell, 
126  So.  363,  365  (Fla.  1930).  And  it  is  not  necessary 
that  the  debtor  request  that  payment  be  made,  or  that 
there  be  privity  of  contract  between  the  parties.  An 
action  for  money  paid,  or  for  restitution,  is  founded 
on  equitable  principles — the  basis  is  the  unjust  en- 
richment that  would  result  if  Gillis  is  not  compelled 
to  reimburse  the  Bank  for  the  payment  made  by  the 
latter.    City  of  Biddleford  v.  Benoit,  supra,  p.  155. 

The  principles  which  govern  this  case  are  stated  in 
the  Restatement  of  Restitution,  particularly  Sees.  1, 
2,  3  and  43.  There  is  no  necessity  to  repeat  them  here. 
They  clearly  support  the  Bank's  claim  to  recover 
from  Gillis  the  $11,225.00  paid  by  the  Bank  to 
Wallace. 

(c)  The  Doctrine  of  Subrogation  Affords  a  Basis  for  the  Bank's 
Recovery. 

What  has  been  said  above  with  respect  to  the 
Bank's  right  to  restitution  from  Gillis  of  $11,225.00, 
also  gives  rise  to  the  Bank's  right  to  recover  on  the 
equitable  doctrine  of  subrogation.  In  the  case  of 
Pittsburgh-Westmoreland  Coal  Co.  v.  Kerr,  115  NE 
465  (NY  1917),  the  New  York  Court  of  Appeals 
explained  the  doctrine  as  follows: 

''The  remedy  of  subrogation  is  governed  by  prin- 
ciples analogous  to  those  that  govern  actions  to 
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recover  money  paid  by  mistake.  Money  paid  on 
a  negotiable  instrument  under  a  mistake  of  fact 
may  be  recovered  back,  however  negligent  the 
party  paying  may  have  been  in  making  the  mis- 
take, unless  the  payment  has  caused  such  a  change 
in  the  position  of  the  other  party  that  it  would 
be  unjust  to  require  him  to  refund. 

''Where  ...  a  payment  with  money  of  another, 
wrongfully  obtained,  operates  to  discharge  a  lien 
or  a  debt  that  is  secured  by  collateral  .  .  .  the 
debt,  may  in  equity  be  deemed  alive  for  the 
benefit  of  the  person  whose  money  was  so  wrong- 
fully used  by  the  debtor,  and  such  person  may  be 
subrogated  to  the  rights  of  the  one  who  owned 
the  debt  and  the  debt  be  deemed  transferred  and 
assigned  to  such  person. 

''The  right  of  subrogation  or  of  equitable  assign- 
ment is  not  founded  upon  contract  nor  upon  the 
absence  of  contract,  but  is  founded  upon  facts 
and  circumstances  of  a  particular  case  and  upon 
principles  of  natural  justice,  and  generally  where 
it  is  inequitable  that  a  person  furnishing  money 
to  pay  a  debt  should  be  substituted  for  a  creditor 
or  in  place  of  a  creditor  such  person  will  be  so 
substituted." 

The  subject  is  also  discussed  in  the  Restatement  of 
Restitution,  Sec.  162,  pp.  653,  et  seq.  And  see  also: 
50  Am.  Jur.,  Subrogation,  Sec.  46,  p.  711;  83  CJS, 
Subrogation,  Sec.  14,  p.  611. 

It  is  clear  that  the  Bank,  then,  is  entitled  to  be 
subrogated  to  the  rights  of  Wallace,  the  judgment 
creditor  of  Gillis.  The  Bank's  property,  consisting  of 
$11,225.00,  was  used  to  discharge  an  obligation  owed 
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by  Gillis — its  effect  was  to  have  Wallace's  judgment 
against  Gillis  satisfied.  The  Bank,  as  it  has  been 
pointed  out  above,  did  not  act  officiously  when  making 
this  payment.  Although  the  judgment  was  thus  satis- 
fied by  the  payment  of  $11,225.00,  equity  will  revive 
it  so  that  there  is  created  in  the  Bank  and  for  its 
benefit  a  right  which  has  the  effect  of  placing  the 
Bank  in  the  position  of  Wallace  before  the  judgment 
was  satisfied.  This  right  consisted  of  all  the  rights 
and  remedies  of  a  judgment  creditor — particularly  the 
right  to  have  the  judgment  paid.  The  right  which  the 
Bank  thus  had  ought  to  have  been  enforced,  as  it  was 
by  the  judgment  of  the  court  below,  in  ordering  that 
Gillis'  property,  the  $11,225.00  which  Avas  in  the 
Bank's  possession,  be  applied  by  the  Bank  in  satis- 
faction of  the  Wallace  judgment  against  Gillis. 


CONCLUSION. 

For  the  reasons  stated,  it  is  respectfully  submitted 
that  the  judgment  of  the  District  Court  should  be 
affirmed. 

Dated,  May  12,  1959. 

James  A.  von  der  Heydt, 
Faulkner,  Banfield  &  Boochever, 
John  H.  Demond, 
Attorneys  for  Appellee. 
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APPELLANT'S  BRIEF  DOES  NOT  DISPENSE  WITH  THE 
ARGUMENT  THAT  AN  ISSUE  OF  FACT  EXISTS. 

Appellee's  brief  goes  to  great  lengths  in  parading 
a  series  of  facts  involving  the  various  mortgages,  notes 
and  other  transactions  between  the  Appellant,  Appel- 
lee, and  the  North  Star  playing  a  substantial  role  in 
the  transaction.  The  $15,000.00  constantly  referred  to 
in  Appellee's  brief  (p.  12)  was  the  same  sum  which 
was  included  in  the  $110,000.00  mortgage  executed  and 


issued  by  the  North  Star  to  the  bank  and  iiichided  in 
such  mortgage.  This  fact  remains  midisputed  and  was 
conceded  by  the  defendant.  (Tr.  pages  17  and  59.) 
Defendant's  Answer,  and  Deposition  of  Maiming. 

A  reading  of  the  transcript  and  the  Api^ellee's  brief 
does  not  dispel  the  issue  that  there  is  a  serious  con- 
troversy between  the  parties  as  to  the  arrangement 
entered  into  prior  to  and  at  the  time  of  the  execution 
of  the  assiginnent  to  the  Appellee  and  that  an  mider- 
standing  was  had  between  the  parties,  accordmg  to 
the  Appellant's  version,  to  the  effect  that  the  specific 
monies  collected  by  the  Appellee  represented  the  pro- 
ceeds of  the  school  contract  and  were  to  be  handled  in 
a  certain  manner  and  were  to  form  no  part  or  portion 
of  the  series  of  transactions  had  before  between  the 
parties. 

That  such  a  doubt  must  be  resolved  in  favor  of  the 
parties  against  whom  an  apj)lication  for  a  suimnary 
judgment  is  made  has  been  clearly  confirmed  in  the 
recent  case  decided  by  this  court,  April  2-i,  1959, 

Robert  N.  Cameron  mid  Jack  Crawford,  Appel- 
lants, 

vs. 

Vancouver  Phjivood  Corporation,  Aj)pellee. 

In  an  application  made  for  a  smnmary  judgment 
involving  a  recovery  of  damages  for  breach  of  an  oral 
contract  to  log  timber  the  court  stated  as  follows : 

''In  deciding  whether  there  is  a  genuine  issue 
as  to  any  material  fact,  the  circumstance  that  a 
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particular  pleading,  deposition,  admission,  or  affi- 
davit is  taken  as  true  is  not  determinative.  An 
issue  of  fact  may  arise  from  the  countering  in- 
ferences which  are  permissible  from  evidence  ac- 
cepted as  true.  As  stated  in  Slocum  v.  New  York 
Life  Insurance  Co.,  228  U.  S.  364,  388-389,  '.  .  . 
the  admission  (of  facts  on  demurrer)  .  .  .  must 
be  of  the  facts,  and  not  merely  the  evidence  from 
which  their  existence  is  inferable.  .  .  .'  See,  also, 
Guerrero  v.  American  Hawaiian  Steamship  Co., 
9  Cir.,  222  F.2d  238,  243. 

All  doubts  as  to  the  existence  of  a  genuine 
issue  as  to  a  material  fact  must  be  resolved 
against  the  party  moving  for  a  summary  judg- 
ment. Toebelman  v.  Missouri-Kansas  Pipe  Line 
Co.,  3  Cir.,  130  F.2d  1016.  It  is  especially  neces- 
sary to  be  cautious  in  making  such  a  determina- 
tion where,  as  here,  a  jury  trial  has  been  de- 
manded. Cox  V.  English- American  Underwriters, 
9  Cir.,  245  F.2d  330,  332,  333. 

Having  concluded  that  there  is  here  a  genuine 
issue  as  to  a  material  fact,  the  judgment  is  re- 
versed and  the  cause  is  remanded  for  further 
proceedings. ' ' 


CONCLUSION. 

The  arguments  urged  in  the  Appellant's  brief, 
namely,  that  there  was  a  question  of  fact  as  to 
the  circumstances  under  which  the  assignment  was 
delivered  and  as  to  what  disposition  was  to  be  made 
of  the  proceeds  over  and  above  the  specified  advances 
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made  by  the  bank  on  such  contract,  are  fully  appli- 
cable. 

Dated  June  29,  1959. 

Waerex  a.  Taylor, 
Waerex  Wm.  Taylor, 
Fred  D.  Craxe^ 
Attorneys  for  Appellant. 
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APPELLANT'S  OPENING  BRIEF 


Appeal  irom  the  United  States  District  Court 
for  the  District  oi  Oregon. 


lURISDICTIONAL  STATEMENT 

This  is  an  appeal  from  a  final  Order  Dismissing 
Appellant's  Petition  for  Writ  of  Habeas  Corpus  and 
Complaint  for  Injunctive  Relief  to  Prevent  Agency 
Action.  Reference  is  made  to  the  Petition  (R.  3),  the 
Amended  Petition  (R.  24),  the  Answer  and  Return  to 
the  Amended  Petition  (R.  39),  and  the  Order  Dismissing 


t±ie  Petition  and  Discharging  the  Writ  of  Habeas  Corpus 
(R.  58).* 

The  jurisdiction  of  the  District  Court  was  invoked 
under  Title  28,  United  States  Code,  Section  2241,  62 
Stat.  964,  and  Title  5,  United  States  Code,  Section  1009, 
60  Stat.  237. 

The  jurisdiction  of  the  Court  of  Appeals  for  the 
Ninth  Circuit  is  invoked  under  Title  28,  United  States 
Code,  Section  2253,  62  Stat.  967,  and  Title  28,  United 
States  Code,   Section  1291,  62   Stat.  929. 

The  validity  and  interpretation  of  the  following  stat- 
ute of  the  United  States  is  involved :  The  Act  of  October 
16,  1918,  40  Stat.  1012,  as  amended  by  Section  22  of 
the  Internal  Security  Act  of  1950,  64  Stat.  1006,  1008, 
now  Section  1251(a)(6)(c),  Title  8,  United  States  Code. 

STATEMENT  OF  THE  CASE 

Hamish  Scott  MacKay  was  born  53  years  ago  in 
Canada  and  last  entered  the  United  States  at  North 
Portal,  North  Dakota,  November  24,  1958.  The  original 
warrant  of  arrest  was  dated  May  25,  1949,  and  charged 
that  MacKay  was  an  alien  subject  to  deportation  in 
that  after  entry  he  was  alleged  to  be  a  member  of  an 
organization,  association,  society  or  group  that  advises, 
advocates,  or  teaches  the  overthrow  by  force  and  vio- 
lense    of    the    government    of    the    United    States.    The 


*  In  this  brief,   "(R )"  refers  to  the  printed  record  of  the 

proceedings  in  the  United  States  District  Court,  and  "(Tr.  )" 
refers  to  Exhibit  1,  of  the  typewritten  transcript  of  the  hearings 
before  the   Immigration  and  Naturalization  Service. 


original  hearing  was  begun  on  July  24,  1950,  and  contin- 
ued from  time  to  time  thereafter.  During  the  course  of 
the  hearing  an  additional  charge  was  lodged  against 
MacKay  that  he  was  deportable  for  being  a  member  of 
the  Communist  Party  after  entry  into  the  United 
States.  On  May  4,  1951,  the  hearing  officer  found  that 
appellant  was  an  alien  and  that  he  had  been  a  member 
of  the  Communist  party  from  1936  to  1941  and  that  he 
was  therefore  subject  to  deportation.  This  ruling  was 
affirmed  by  the  Board  of  Immigration  Appeals  and  by 
this  Court  in  Mackay  v.  Boyd,  218  F2d  666  (CA  9, 
1955),  cert,  denied  350  US  840.  On  October  28,  1955, 
appellant  filed  with  the  Board  of  Immigration  Appeals 
a  motion  to  reopen  the  hearing  for  the  purpose  of  filing 
an  application  for  suspension  of  deportation. 

On  October  31,  1955,  appellant  filed  a  petition  in 
District  Court  for  a  Writ  of  Habeas  Corpus  against  his 
immediate  deportation  in  order  that  he  might  await 
the  decision  of  the  Board  of  Immigration  Appeals.  The 
petition  was  denied  and  upon  appeal  to  the  Court  of 
Appeals,  a  restraining  order  was  granted  against  deporta- 
tion until  the  Board  of  Immigration  Appeals  could  act. 

On  May  16,  1956,  the  hearing  on  the  application  for 
suspension  of  deportation  was  held  and  on  June  21, 
1956,  the  hearing  officer  denied  the  relief  requested.  The 
Board  of  Immigration  Appeals  affirmed  this  decision  on 
November  2,  1956. 

On  February  17,  1958,  the  Court  of  Appeals  dis- 
missed the  appeal  to  the  District  Court  on  stipulation 
of  counsel  with  leave  granted  to  file  an  amended 
petition.  -, 


On  March  5,  1958,  appellant  appealed  to  the  Board 
of  Immigration  Appeals  requesting  review  of  his  case  in 
the  light  of  the  decision  of  the  United  States  Supreme 
Court  in  Rowoldt  v.  Perfetto,  355  US  115.  The  Board 
dismissed  the  appeal  and  ordered  the  appellant  to 
surrender   for   deportation. 

On  June  19,  1958,  appellant  filed  a  petition  for  Writ 
of  Habeas  Corpus  and  Complaint  for  Injunctive  Relief 
in  the  United  States  District  Court  for  the  District  of 
Oregon  and  after  hearing,  the  District  Judge  dismissed 
the  petition  and  discharged  the  Writ  of  Habeas  Corpus 
theretofore  issued.  In  the  same  Order,  appellant  was 
remanded  to  the  Immigration  Service  for  deportation. 
This  order  was  dated  August  15,  1958. 

On  August  18,  1958,  appellant  filed  Notice  of  Appeal 
to  the  United  States  Court  of  Appeals  for  the  Ninth 
Circuit  and  at  the  same  time  applied  to  the  Court  of 
Appeals  for  an  Order  restraining  the  Immigration  Serv- 
ice from  deporting  him  during  the  course  of  his  appeal 
and  enlarging  him  on  reasonable  bail.  The  matter  was 
orally  argued  to  this  Court  and  on  August  27,  1958,  the 
Court  restrained  appellee  from  deporting  appellant  dur- 
ing the  pendency  of  the  appeal  and  enlarged  the  appel- 
lant on  bail  until  final  termination  of  the  appeal. 

The   appeal   involves   the   following   issues: 

1.  Whether  the  Act  of  October  16,  1918,  40  Stat.  1012, 
as  amended  by  Section  22  of  the  Internal  Security  Act 
of  1950,  64  Stat.  1006,  1008  (now  Section  1251(a)(6)(c), 
Title  8,  United  States  Code),  is  unconstitutional  as  being 
in  violation   of   Article    1,    Section   9,    Clause   3    of   the 


United  States  Constitution  (Bill  of  Attainder),  the  First 
Amendment  to  the  Constitution,  and  the  Fifth  Amend- 
ment  to  the   Constitution. 

2.  Whether  there  is  substantial,  probative  and  reason- 
able evidence  upon  which  a  finding  can  be  based  that 
appellant  was  a  member  of  the  Communist  Party  of  the 
United  States  after  entry  into  the  United  States  so  as 
to  make  appellant  deportable  under  the  standards  set 
up  by  the  United  States  Supreme  Court  in  the  case 
of  Rowoldt  V.  Perietto,  355  US   115. 

3.  Whether  appellant  was  afforded  a  fair  hearing 
on  his  application  for  suspension  of  deportation  before 
the  Immigration  and  Naturalization  Service  of  the 
United  States  in  that  the  special  inquiry  officer  at  said 
hearing,  John  W.  Keane,  was  one  and  the  same  person 
who  had  served  as  hearing  officer  upon  the  initial  hearings 
as  to  whether  appellant  was  deportable,  and  had  ordered 
appellant  to  be  deported. 

4.  Whether  the  order  denying  suspension  of  deporta- 
tion of  appellant  was  arbitrary,  capricious,  and  an  abuse 
of  discretion  and  otherwise  not  in  accordance  with  law. 

5.  Whether  appellant  is  in  fact  a  citizen  of  the 
United  States  and  therefore  not  subject  to  deportation. 

SPECIFICATION  OF  ERRORS 

1.  The  District  Court  erred  in  failing  to  declare  un- 
constitutional the  Act  of  October  16,  1918,  as  amended 
by  the  Act  of  June  28,  1940,  and  as  amended  by  the 
Internal  Security  Act  of  1950,  now  Section  1251(a)(6) 
(c),  Title  8,  United  States  Code. 


2.  The  District  Court  erred  in  finding  that  there  was 
substantial,  probative  and  reasonable  evidence  that  ap- 
pellant was  a  member  of  the  Communist  Party  of  the 
United  States  after  entry  into  the  United  States  and  is 
thus  subject  to  deportation. 

3.  The  District  Court  erred  in  failing  to  find  that 
appellant  was  denied  a  fair  hearing  on  his  application 
for   suspension   of   deportation. 

4.  The  District  Court  erred  in  failing  to  find  that  the 
order  denying  appellant's  suspension  of  deportation  was 
arbitrary,  capricious,  and  an  abuse  of  discretion  and 
otherwise  not  in  accordance  with  law. 

5.  The  District  Court  erred  in  finding  that  appellant 
is  an  alien  and  not  a  citizen  of  the  United  States. 


ARGUMENT 

I.  THE  ACT  UNDER  WHICH  THE  GOVERNMENT  SEEKS 
TO  DEPORT  APPELLANT  IS  UNCONSTITUTIONAL  AS  A  BILL 
OF  ATTAINDER  BECAUSE  IT  INFLICTS  PUNISHMENTS  AND 
PENALTIES  UPON  ASCERTAINABLE  MEMBERS  OF  A  GROUP 
IN  VIOLATION  OF  ARTICLE  I.  SECTION  9.  CLAUSE  3  OF 
THE   UNITED   STATES   CONSTITUTION. 

While  appellant  still  maintains  that  the  Act  under 
which  the  government  seeks  to  deport  him  is  unconstitu- 
tional as  a  violation  of  due  process  of  law  and  freedom  of 
speech,  and  as  being  an  ex  post  facto  law,  he  recognizes 
that  this  Court  may  feel  foreclosed  by  the  decisions  of 
the  Supreme  Court  in  Harisiades  v.  Shaughnessy,  342 
U.S.  580,  and  Galvan  v.  Press,  347  U.S.  522.  For  this 
reason  appellant  herewith  asserts  his  claim  of  unconsti- 
tutionality without  making  further  argument  at  this  time. 
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With  respect  to  the  question  of  whether  the  Act  is  a 
bill  of  attainder,  we  do  not  believe  that  the  Court  is 
in  any  way  foreclosed  from  considering  the  matter.  On 
the  contrary,  we  have  been  unable  to  find  any  cases  in 
which  the  Supreme  Court  has  ruled  on  the  validity  of 
the  Act  as  against  the  assertion  that  it  is  a  bill  of 
attainder.  In  neither  Galvan  nor  Harisiades  is  the  issue 
discussed. 

Section    1251(a)(6)(c)    of    Title    8,    United    States 

Code,  provides  as  follows : 

"Any  alien  in  the  United  States  (including  an 
alien  crewman)  shall,  upon  the  order  of  the  Attor- 
ney General,  be  deported  who — 

"(6)  is  or  at  any  time  has  been,  after  entry,  a 
member  of  any  of  the  following  classes  of  aliens : 

"(C)  Aliens  who  are  members  of  or  affiliated 
with  (i)  the  Communist  Party  of  the  United 
States;". 

This  statute  constitutes  a  bill  of  attainder  within 
the  meaning  of  the  Constitution.  The  Supreme  Court, 
in  striking  down  state  legislation  as  bills  of  attainder  in 
the  cases  of  Cummin^s  v.  Missouri,  4  Wall.  277  and 
Ex  Parte  Garland,  4  Wall.  333  defined  the  character 
and  purpose  of  a  bill  of  attainder  and  the  nature  of  the 
evil  enjoined  by  the  Constitution. 

In  the  more  recent  case  of  United  States  v.  Lovett, 

328   U.S.  303,   the   Supreme   Court  further  clarified  its 

earlier  opinions  of  this  type  of  legislation.   It  said: 

"They  (Cummings  and  Garland  cases)  stand 
for  the  proposition  that  the  legislative  acts,  no 
matter  what  their  form,  that  apply  either  to  named 
individuals   or   to  easily   ascertainable   members   of 
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a  group  in  such  a  way  as  to  inflict  punishment 
on  them  without  judicial  trial  are  bills  of  attainder 
prohibited  by  the  Constitution."    (327  US  at  305) 

Section  1251(a)(6)(c)  possesses  all  the  attributes 
of  a  bill  of  attainder.  It  outlaws  by  legislative  fiat  the 
individuals  of  a  named  and  ascertainable  group  and 
inflicts  punishment  upon  them  without  judicial  trial.  The 
Constitution  exists  for  the  very  purpose  of  preventing 
such  arbitrary  destruction  of  human  freedom;  it  exists 
for  the  purpose  of  safeguarding  and  protecting  the 
individual  from  what  Mr.  Justice  Story  castigated  as 
"An  irresponsible  despotic  discretion  (of  legislative  pow- 
er), being  governed  solely  by  what  it  deems  political 
necessity  or  expediency,  and  too  often  under  the  influ- 
ences of  unreasonable  fears  or  unfounded  suspicions." 
He  further  pointed  out: 

"Bills  of  this  sort  have  been  most  usually  passed 
in  England  in  times  of  rebellion,  or  of  gross  sub- 
serviency to  the  crown,  or  of  violent  political  excite- 
ment; periods  in  which  all  nations  are  most  liable 
(as  well  the  free  as  the  enslaved)  to  forget  their 
duties,  and  to  trample  upon  the  rights  and  liberties 
of  others."  2  Story,  Commentaries  on  the  Con- 
stitution,   1344    (5th   Ed.). 

The  constitutional  injunction  against  bills  of  attain- 
der applies  alike  to  aliens  and  citizens.  The  Court  has 
repeatedly  declared  that  an  alien  lawfully  here  is  en- 
titled to  the  same  constitutional  safeguards  to  protect 
his  life,  liberty,  and  property  as  a  citizen. 

"His  personal  rights  when  he  is  in  this  country 
*  *  *  are  as  fully  protected  by  the  supreme  law 
of  the  land  as  if  he  were  a  native  or  naturalized 
citizen  of  the  United  States."   Lem  Moon  Sing  v. 


United  States,  158  US  538,  547;  Won^  Wing  v. 
United  States,  163  US  228,  238;  Yick  Wo  v.  Hop- 
kins, 118  US  356,  369. 

The  framers  of  the  Constitution  were  not  unmindful 
that  bills  of  attainder  had  been  passed  by  several  states 
banishing  British  subjects  from  American  territory  or 
confiscating  their  property.  (Sec.  4g,  New  York  Laws  of 
1779,  Ch.  25;  2  Belknap  History  of  New  Hampshire, 
1912).  Since  bills  of  attainder  against  aliens  were  known 
before  the  Constitution,  there  is  no  basis  for  the  argu- 
ment that  the  prohibition  against  them  was  intended 
for  the  benefit  of  citizens  only.  The  Constitutional 
prohibition  is  in  fact  by  its  very  terms  absolute  and 
unqualified.  The  limitation  is  upon  the  power  of  Con- 
gress to  pass  this  type  of  legislation  regardless  of  whom 
it  affects.  The  Constitution  simply  says  that  no  bill  of 
attainder  "shall  be  passed." 

There  is  no  merit  in  the  contention  that  the  deporta- 
tion does  not  constitute  punishment  and  that  therefore 
the  protection  against  bills  of  attainder  does  not  apply. 
As  a  matter  of  fact  deportation  inflicts  literal  punish- 
ment and  constitutes  in  law  a  deprivation  of  rights 
and  privileges,  and  this  has  been  affirmed  by  the  Courts 
repeatedly. 

"Though  deportation  is  not  technically  a  crim- 
inal proceeding,  it  visits  a  great  hardship  on  the 
individual  and  deprives  him  of  the  right  to  stay  and 
live  and  work  in  this  land  of  freedom.  That  deporta- 
tion is  a  penalty — at  times  a  most  serious  one — 
cannot  be  doubted."  Bridges  v.  Wixon,  326  US 
135,    154. 
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Mr.  Justice  Learned  Hand  in  United  States  Ex  Rel 
Klonis  V.  Davis,  13  F2d  630  (CA  2.  1926)  in  speaking: 
of  an  alien  long  resident  who  was  about  to  be  deported 
following  convictions  for  crime,  characterized  deporta- 
tion as  "dreadful  punishment."  Deportation  forcibly  sep- 
arates the  alien  from  his  American  family  and  his 
American  friends.  It  removes  him  from  his  home,  which 
is  in  fact  America,  and  returns  him  to  a  strange  land. 
In  short,  deprives  him  of  what  Justice  Brandeis  has 
called  "All  that  makes  life  worth  living."  A^^  Fung  Ho 
V.  White,  259  US  276,  284. 

Even  if  deportation  is  held  not  to  be  criminal 
punishment,  aliens  are  still  not  deprived  of  the  pro- 
tection of  the  constitutional  prohibition  against  bills  of 
attainder.  On  the  contrary,  legislation  imposing  no  crim- 
inal punishment  whatsoever  has  been  declared  unconsti- 
tutional under  the  prohibition  against  bills  of  attainder 
solely  because  it  deprives  individuals  of  various  rights, 
privileges  and  salaries.  United  States  v.  Lovett,  328  US 
303:  Ex  Parte  Garland,  4  Wall.  33S.  337:  Pierce  v.  Car- 
skadon,  83  US  234:  Cummings  v.  Missouri,  4  Wall.  277. 

In  the  case  of  £x  Parte  Garland,  supra,  the  Court 
stated : 

"The  question  in  this  case  is  not  as  to  the 
power  of  Congress  to  prescribe  qualifications  but 
whether  that  power  has  been  exercised  as  a  means 
for  the  infliction  of  punishment,  against  the  pro- 
hibition of  the  Constitution."  4  Wall.  379-80. 

As  Mr.  Justice  Field  in  Cununings  v.  Missouri,  supra, 
said  at  pages  321-322: 

"The  theory  upon  which  our  political  institutions 
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rest  is,  that  all  men  have  certain  inalienable  rights 
— that  among  these  are  life,  liberty,  and  the  pursuit 
of  happiness;  that  in  the  pursuit  of  happiness  all 
avocations,  all  honors,  all  positions  are  alike  open 
to  everyone,  and  that  in  the  protection  of  these 
rights  all  are  equal  before  the  law.  Any  deprivation 
or  suspension  of  any  of  these  rights  for  past  conduct 
is  punishment,  and  can  be  in  no  otherwise  defined." 

We  think  that  the  paucity  of  cases  in  United  States 
judicial  history  declaring  legislative  acts  to  be  in  viola- 
tion of  the  Constitutional  prohibition  against  bills  of 
attainder  demonstrates  that  the  doctrine  has  had  deep 
and  widespread  acceptance  by  the  legislative  and  execu- 
tive branches  of  our  government. 

We  submit  that  the  legislation  which  we  here  ques- 
tion falls  squarely  within  the  time  honored  principle 
condemning  bills  of  attainder,  and  we  urge  this  Court  to 
again  uphold  this  bulwark  of  human  freedom  by  declar- 
ing this  portion  of  the  Act  unconstitutional. 

II.  APPELLANT  IS  NOT  AN  ALIEN  BECAUSE  HIS  FATHER 
WAS  AN  AMERICAN  CITIZEN.  THEREFORE  APPELLANT  IS 
NOT  SUBIECT  TO  DEPORTATION. 

Appellant's  father,  James  Scott  MacKay,  was  born 
in  Scotland  and  was  naturalized  an  American  citizen  in 
1900  in  North  Dakota.  Appellant's  mother  was  a  native- 
born  American  citizen  (Tr.  605-6).  On  June  18,  1903, 
James  Scott  MacKay  graduated  from  the  University 
of  North  Dakota.  On  the  following  day  he  married  appel- 
lant's mother  in  the  State  of  North  Dakota.  Immediately 
thereafter  James  Scott  MacKay  and  his  wife  went  to 
Canada  and  eventually  settled  near  the  city  of  Calgary 
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(R.  79-88).  Unknown  to  Mrs.  MacKay,  her  husband 
obtained  a  certificate  of  naturalization  as  a  Canadian 
citizen  on  February  8,  1905  (R.  103). 

James  Scott  MacKay  returned  to  the  United  States^ 
in  1924,  with  his  wife  and  the  appellant,  Hamish  Scott 
MacKay,  who  was  born  in  1905  (Tr.  605).  While  in  the 
United  States  James  Scott  MacKay  attended  a  chiro- 
practic school  in  Davenport,  Iowa,  for  about  a  year, 
went  to  the  State  of  Colorado,  and  there  obtained  a 
license  to  practice  chiropractic  and  did  so  practice  this 
profession  for  approximately  two  years.  He  returned  to 
Canada  in  the  fall  of  1927  and  died  on  February  9, 
1928  (Tr.  610).  Hamish  Scott  MacKay  last  entered  the 
United  States  of  America  on  November  28,  1928,  at 
North  Portal,  North  Dakota  (Tr.  611). 

Section  13,  Chapter  77  of  the  Revised  Statutes  of 
Canada,  1906,  which  section  was  in  force  at  the  time 
James  Scott  MacKay  received  his  Canadian  naturaliza- 
tion certificate,  provides  that  an  alien  must  reside  within 
Canada  for  a  term  of  not  less  than  three  years  before 
he  may  take  and  subscribe  to  the  oath  of  residence  and 
allegiance  which  are  prerequisite  to  naturalization.  As  a 
matter  of  fact,  it  may  be  seen  from  the  form  of  oath  of 
residence  prescribed  in  the  above  Chapter  77  that  three 
years  residence  is  required  of  an  alien  who  aspires  to 
Canadian  citizenship.  It  will  be  noted  that  James  Scott 
MacKay  entered  Canada  no  earlier  than  June  19,  1903, 
and  the  certificate  of  naturalization  which  appears  as 
Exhibit  15  is  dated  February  8,  1905.  It  is  thus  mathe- 
matically impossible  for  James  Scott  MacKay  to  have 
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fulfilled  what  is  obviously  a  jurisdictional  require- 
ment of  the  Canadian  naturalization  law.  As  a  result 
James  Scott  MacKay's  alleged  Canadian  citizenship  was 
null  and  void  and  of  no  effect. 

In  this  connection,  attention  is  directed  to  the  treaty 
between  the  United  States  and  Great  Britain  dated  May 
13,  1870,  16  Stat.  775,  which  provides  that  citizens  of 
either  country  naturalized  as  citizens  or  subjects  of  the 
other  shall  be  treated  as  citizens  of  such  country  by  the 
country  of  origin.  The  treaty  further  provides  in  Article 
III  thereof  that  in  case  citizens  of  one  country  naturalized 
in  another  country  wish  to  renew  their  residence  in  the 
country  of  origin,  they  may  be  restored  to  the  privileges 
of  citizenship  there  "on  such  conditions  as  that  govern- 
ment may  think  fit  to  impose." 

This  Court  will  take  judicial  notice  that  the  Domin- 
ion of  Canada  was  at  all  times  in  question  a  portion  of, 
and  a  dependency  of,  the  British  Empire.  James  Scott 
MacKay  was  by  virtue  of  his  birth  in  Scotland  originally 
a  British  subject.  His  naturalization  as  an  American 
citizen  was  in  due  form  and  when  he  went  to  Canada, 
his  failure  to  comply  with  Canadian  statutory  procedure 
insofar  as  his  naturalization  is  concerned  must  have 
resulted  in  continued  American  citizenship  under  the 
aforementioned  treaty.  This  is  because  any  person  for- 
merly a  British  subject  desiring  to  resume  his  British 
nationality  must  do  so  pursuant  to  the  laws  of  the 
particular  dominion  or  province  of  the  British  Empire 
under  said  treaty,  and  in  no  other  way. 

The  government  has  contended  below  that  the  fact 
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that  James  Scott  MacKay  took  an  oath  of  allegiance 
to  his  Brittanic  Majesty  when  he  applied  for  Canadian 
citizenship  automatically  terminated  his  American  citi- 
zenship. This  view  does  not  give  full  force  and  effect  to 
the  aforementioned  treaty,  whose  purpose  is  to  eliminate 
the  possibility  of  "statelessness"  as  between  citizens  of 
Great  Britain  and  the  United  States.  The  clear  intent 
of  the  treaty  is  to  assure  that  persons  are  either  citizens 
of  the  United  States  or  subjects  of  Britain.  They  must  be 
one  or  the  other,  and  not  both.  By  the  same  token,  under 
this  treaty,  they  cannot  be  rendered  stateless. 

If  the  treaty  is  construed  in  this  light,  when  James 
Scott  MacKay  went  to  Canada  and  applied  for  Canadian 
citizenship,  he  retained  his  American  citizenship  until  he 
was  validly  naturalized  as  a  Canadian.  This  was  never 
accomplished  because  his  alleged  certificate  of  Canadian 
citizenship  was  void  from  the  start  because  of  his  in- 
sufficient residence  in  Canada.  Thus  he  remained  an 
American   citizen   under   the   terms   of  the   treaty. 

If  James  Scott  MacKay  was  an  American  citizen, 
and  his  wife  was  also  an  American  citizen  by  virtue  of 
having  been  bom  within  the  United  States,  then  it 
follows  that  appellant  is  an  American  citizen.  Reference 
is  made  to  the  Act  of  1855  which  was  compiled  at 
page  1268  of  the  U.  S.  Compiled  Statutes  of  1901  and 
which  provides  that  all  children  heretofore  born  or  here- 
after born  out  of  the  limits  and  the  jurisdiction  of  the 
United  States,  whose  fathers  were  or  may  be  at  the  time 
of  their  birth  citizens  thereof,  are  declared  to  be  citizens 
of  the  United  States,  with  one  exception  not  pertinent  to 
this  case. 
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Thus,  appellant  is  in  fact  a  citizen  of  the  United 
States  and  is  not  subject  to  deportation. 

III.  APPELLANT  WAS  NOT  AFFORDED  A  FAIR  HEARING 
ON  HIS  APPLICATION  FOR  SUSPENSION  OF  DEPORTATION 
BECAUSE  THE  SPECIAL  INQUIRY  OFFICER  PRESIDING  AT 
SAID  HEARING  WAS  ONE  AND  THE  SAME  PERSON  WHO 
HAD  SERVED  AS  HEARING  OFFICER  IN  THE  INITIAL  HEAR- 
INGS ON  APPELLANT'S  DEPORTABILITY  AND  HAD  ORDERED 
APPELLANT  DEPORTED.  HE  WAS  THEREFORE  BIASED  AND 
PREJUDICED  AND  COULD  NOT  HAVE  BEEN  AN  IMPARTIAL 
INQUIRY  OFFICER  AS  REQUIRED  BY  LAW. 

John  W.  Keane  was  the  presiding  officer  at  the  hear- 
ing which  was  held  to  determine  if  appellant  was  a 
deportable  alien.  At  the  conclusion  of  that  hearing  the 
said  John  W.  Keane  on  May  4,  1951,  issued  a  lengthy 
decision  holding  that  the  appellant  was  deportable  for 
having  been  a  member  of  the  Communist  Party  after 
entry  into  the  United  States.  In  the  course  of  this 
decision  the  hearing  officer  necessarily  passed  upon  the 
conflict  in  testimony  between  appellant  and  his  charac- 
ter witnesses  on  one  hand  and  the  government's  witnesses 
on  the  other.  The  hearing  officer  chose  to  believe  the 
government's  witnesses  and  credited  their  testimony 
that  appellant  had  been  a  member  of  the  Communist 
Party  and  had  attended  Communist  Party  meetings  with 
them.  Appellant  testified  that  he  was  not  a  member  of 
the  Communist  Party  and  had  never  been  a  member. 
In  arriving  at  his  conclusion,  the  hearing  officer  thus 
indicated  his  belief  that  appellant  lied  and  that  the 
government  witnesses  told  the  truth. 

"It  is  highly  improbable  that  the  testimony  of 
the    government    witnesses    is    a    fabrication.    The 
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record  will  not  sustain  such  a  determination."  (Deci- 
sion,   page    16). 

On  May  16,  1956,  appellant's  case  was  reopened  for 
further  hearings  in  regard  to  his  application  for  suspen- 
sion of  deportation.  The  special  inquiry  officer  for  the 
reopened  hearing  was  one  and  the  same  John  W.  Keane 
who  presided  as  hearing  officer  in  the  previous  hear- 
ings. Counsel  for  appellant  objected  in  the  following 
lanaguage : 

"  *  *  5H  May  the  record  further  show  that  the 
petitioner  until  this  moment  or  until  this  hearing 
was  begun  at  approximately  9:30  A.M.  on  this  day, 
we  were  not  advised  of  who  any  hearing  officer 
would  be  or  any  presiding  officer  would  be,  and  I 
was  just  advised  of  that  when  I  walked  in  this  room 
and  see  we  are  assigned  here.  We  object  to  your  being 
the  hearing  officer  here  on  the  ground  and  for  the 
reason  that  you  have  participated  in  the  deporta- 
tion, and  it  would  be  based  on  your  findings  and 
decision  on  matters  in  this  proceeding  that  would 
determine  somewhat  his  right  to  suspension,  so  we 
object  to  your  sitting  as  a  hearing  officer  in  this 
proceeding  on  the  ground  and  for  the  reason  that 
you  have  heretofore  participated  in  these  deporta- 
tion proceedings." 

By  the    special    inquiry   officer: 

"The   objection   is   overruled."    (Tr.    801). 

The  fact  that  hearing  officer  Keane's  appraisal  of 
appellant's  honesty  and  veracity  affected  his  decision 
on  his  application  for  suspension  of  deportation  is 
shown  by  his  order  of  June  21,  1956,  denying  suspension 
of  deportation.  In  said  order  the  hearing  officer  found 
that  "On  the  record  the  respondent  has  established 
statutory   eligibility  and  the  case   is   one   in   which   the 
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Attorney  General,  or  his  authorized  delegate,  may  deter- 
mine whether  in  the  exercise  of  his  discretion  suspension 
of  deportation  is  warranted"   (page  3). 

The  hearing  officer  then  proceeded  to  analyze  the 
testimony  of  appellant  and  characterized  it  as  "evasive" 
and  inferred  from  such  testimony  "an  attitude  from 
which  it  might  well  be  inferred  that  what  would  be 
revealed  by  the  answers  would  not  add  to  alien's  desira- 
bility as  a  resident"    (page  3). 

Finally,  the  hearing  officer  concluded: 

"Even  if  his  deportation  would  cause  him  ex- 
treme and  unusual  hardship  and  his  deportation 
would  result  in  hardship  to  his  wife  and  minor 
child,  on  the  basis  of  the  entire  record  in  the  re- 
spondent's case,  the  discretionary  relief  of  suspen- 
sion of  deportation  should  be  denied."  (Pages  3-4) 
(Emphasis   added). 

Thus  in  his  decision  as  hearing  officer  in  the  reopened 
hearing,  Mr.  Keane  clearly  permitted  his  impressions  of 
appellant  gained  at  the  first  hearing  to  sway  his  judg- 
ment in  the  second  hearing.  In  effect  the  second  hearing 
was  only  a  matter  of  formality.  Its  result  was  in  fact 
determined  before  it  ever  began.  Mr.  Keane  had  in 
effect  decided  that  appellant  was  a  liar  and  his  con- 
clusion could  only  be  that  he  would  not  grant  suspen- 
sion  of  deportation  to  a  liar. 

Under  these  circumstances  it  is  clear  that  appellant 
has  been  denied  an  elementary  aspect  of  due  process  of 
law,  namely  the  right  to  a  hearing  before  an  impartial 
judge  or  hearing  officer.  While  the  Immigration  and 
Naturalization    proceedings   have    been   exempted   from 
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the  requirements  of  the  Administrative  Procedure  Act, 
nevertheless  due  process  as  a  constitutional  requirement 
applies  to  all  of  the  proceedings.  Mar  cello  v.  Ahrens, 
212  F2d  830.  That  Congress  itself  recognized  the  neces- 
sity for  a  fair  and  impartial  hearing  with  respect  to 
deportation  matters  can  be  seen  from  the  language  in 
Section  1252(b),  Title  8,  United  States  Code,  which 
says   in    part : 

«  *  *  5i«  ]\jo  special  inquiry  officer  shall  conduct 
a  proceeding  in  any  case  under  this  section  in  which 
he  shall  have  participated  in  investigative  functions 
or  in  which  he  shall  have  participated  (except  as 
provided  in  this  subsection)  in  prosecuting  func- 
tions." 

Surely  the  hearing  on  the  application  for  suspension 
of  deportation,  which  was  designated  in  the  record  as  "A 
Reopened  Hearing,"  must  be  conducted  according  to 
the  same  standards  as  a  hearing  on  the  original  deporta- 
tion charges.  When  Mr.  Keane  made  up  his  mind 
that  appellant  was  a  liar  and  was  deportable  he  certainly 
could  not  pretend  to  preside  at  the  hearing  on  suspen- 
sion of  deportation  as  a  wholly  impartial  special  inquiry 
officer.  On  the  contrary  he  was  as  biased  as  an  investiga- 
tor might  have  been  or  someone  who  performed  prosecut- 
ing functions.  In  fact  it  might  be  said  that  he  was  more 
biased  as  a  result  of  weighing  the  evidence  and  coming 
to   the   conclusion   which   he   did. 

For  these  reasons,  appellant  was  denied  due  process 
of  law  and  a  fair  hearing  on  his  application  for  sus- 
pension  of  deportation. 
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IV.  THE  ORDER  DENYING  APPELLANT  SUSPENSION  OF 
DEPORTATION  WAS  ARBITRARY,  CAPRICIOUS  AND  AN 
ABUSE  OF  DISCRETION.  AND  OTHERWISE  NOT  IN  AC- 
CORDANCE    WITH   LAW. 

Section  1254(a)(5),  Title  8,  United  States  Code, 
provides  the  legal  basis  for  suspension  of  deportation. 
To  obtain  the  benefits  of  suspension,  an  alien  is  re- 
quired to  establish  under  this  section  that  he  has  been 
a  person  of  good  moral  character  for  a  continuous 
period  of  not  less  than  ten  years  after  the  act  which 
allegedly  makes  him  deportable,  and  that  during  this 
time  he  has  not  brought  himself  within  one  of  the 
deportable  classes  mentioned  in  the  section.  The  special 
inquiry  officer  found  that  the  appellant  met  these  statu- 
tory requirements  and  in  addition  the  requirement 
that  his  deportation  would  result  in  ''exceptional  and 
extremely   unusual   hardship." 

"On  the  record  the  respondent  has  established 
statutory  eligibility  and  the  case  is  one  in  which 
the  attorney  general,  or  his  authorized  delegate,  may 
determine  whether  in  the  exercise  of  his  discretion 
suspension  of  deportation  is  warranted."  (Decision 
of  the  special  inquiry  officer,  page  3.) 

The  Board  of  Immigration  Appeals  in  its  decision 
of  November  2,  1956,  affirmed  the  special  inquiry 
officer's  findings  that  suspension  be  denied.  The  basis 
of  the  Board's  action  was  that  the  appellant  refused  to 
disclose  certain  information  in  connection  with  the 
Oregon  Committee  for  the  Protection  of  the  Foreign 
Born,  an  association  which  was  formed  to  assist  defend- 
ing persons  whom  the  Immigration  Service  seeks  to 
deport. 
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As  the  record  will  show  (commencing  with  Tr. 
848  ff.)  the  examining  officer  attempted  to  inquire  as 
to  the  officers  of  the  Oregon  Committee  for  the  Protec- 
tion of  the  Foreign  Born  and  with  respect  to  certain 
persons  apparently  connected  with  it.  At  the  time 
these  questions  were  put  to  appellant,  counsel  for 
appellant  objected  to  each  of  the  questions  and  his 
objection  were  overruled  by  the  special  inquiry  officer. 

It  should  be  noted  that  at  no  time  did  the  special 
inquiry  officer  order  the  appellant  to  answer  any  of 
the  questions  which  were  put  to  him.  As  a  matter  of 
fact,  appellant  answered  a  great  many  questions  about 
the  Oregon  Committee  for  the  Protection  of  the  Foreign 
Born  but  drew  the  line  at  mentioning  or  discussing 
the  names  of  individuals  who  might  have  been  con- 
nected with  it. 

We  think  that  it  is  clear  that  the  special  inquiry 
officer  erred  in  his  overruling  of  the  various  objections 
made  by  appellant's  counsel  during  the  course  of  this 
questioning  and  that  further,  appellant  should  not  be 
deprived  of  suspension  of  deportation  because  he  failed 
to  answer  questions  which  were  not  pressed  by  the 
government. 

It  has  long  been  established  that  the  order  of  the 
Board  of  Immigration  Appeals  denying  suspension  of 
deportation  is  judicially  reviewable.  McGrath  v.  Kristen- 
sen,  340  US  162;  Shaughnessy  v.  Pedreiro,  349  US  48; 
Acosta  V.  Landon,  125  F.  Supp.  434  (DC  Cal  1954). 

The  issue  on  review  is  whether  the  Board  abused 
this  discretion  in  denying  suspension  of  deportation. 
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Certainly  one  of  the  hallmarks  of  abuse  of  discre- 
tion is  to  deny  an  alleged  alien  the  benefits  of  suspension 
of  deportation  by  reason  of  his  refusal  to  answer  ques- 
tions which  on  their  face  seem  in  no  way  relevant  to 
the  determination  of  whether  or  not  he  is  entitled 
to  suspension.  This  is  certainly  true  of  questions  about 
the  Oregon  Committee  for  the  Protection  of  the  Foreign 
Born.  There  is  nothing  in  the  record  which  would  in  any 
way  cast  doubt  upon  the  legality  of  the  organization, 
nor  any  aspects  of  its  program  in  defense  of  aliens.  If 
the  government  implies  that  any  effort  to  oppose  the 
Immigration  Service's  determined  efforts  to  deport  vari- 
ous individuals  to  whom  it  appears  to  have  taken  a 
strong  dislike  constitutes  grounds  for  denial  of  suspen- 
sion of  deportation,  the  government  should  frankly 
come  forth  with  this  admission.  If  it  has  evidence  that 
the  Oregon  Committee  for  the  Protection  of  the  Foreign 
Born  is  an  association  with  which  aliens  can  have  con- 
tact only  at  the  peril  of  losing  their  rights  to  suspension 
of  deportation,  it  should  so  establish  its  charges  by 
competent  evidence. 

Instead,  the  government  chooses  to  take  a  more  devi- 
ous path.  It  inquires  of  an  applicant  for  suspension  not 
only  as  to  the  activities  of  the  Oregon  Committee  but 
attempts  to  find  out  the  names  of  all  those  with  whom 
the  alien  is  familiar  as  leaders  or  members  of  the 
group.  The  implication  is  clear  that  when  the  government 
finds  out  these  names,  it  could  use  them  to  their  dis- 
advantage, especially  if  they  were  aliens  subject  to 
possible  deportation. 
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Surely  appellant's  refusal  to  give  these  names,  and 
counsel's  objections  to  the  questions,  on  the  basis  of  the 
record  in  this  case  should  not  be  used  against  appellant 
in  the  way  which  the  Board  of  Immigration  Appeals  has 
done. 

The  test  of  whether  or  not  the  Board  of  Immi- 
gration Appeals  abused  its  discretion  in  denying  suspen- 
sion to  appellant  is  that  of  ultimate  fairness.  On  the  rec- 
ord in  this  case  it  is  clear  that  appellant  has  been  denied 
this  fairness  and  for  this  reason  the  order  denying 
suspension  of  deportation  should  be  reversed. 

V.  APPELLANT  IS  NOT  A  PERSON  SUBIECT  TO  DEPORT- 
ATION BECAUSE  THERE  IS  NO  SUBSTANTIAL,  PROBATIVE 
OR  REASONABLE  EVIDENCE  UPON  WHICH  A  FINDING 
THAT  APPELLANT  WAS  A  MEMBER  OF  THE  COMMUNIST 
PARTY  AFTER  ENTRY  INTO  THE  UNITED  STATES  CAN  BE 
BASED.  THE  EVIDENCE  SUPPORTING  DEPORTABILITY  IS 
INSUFHCIENT  UNDER  ROWOLDT  V.  PERFETTO.  355  US  115. 

In  Galvan  v.  Press,  347  US  522,  the  Supreme  Court 
described  the  test  to  be  applied  in  determining  whether 
membership  in  the  Communist  Party  had  been  estab- 
lished for  the  purpose  of  deportation.  The  Court  said 
there  must  be  substantial  evidence  for  a  finding  that 
an  alien  committed  himself  to  the  Communist  Party 
"aware  that  he  was  joining  an  organization  known  as 
the  Communist  Party  which  operates  as  a  distinct  and 
active  political  organization,  and  that  he  did  so  of  his 
own  free  will."  347  US  522,  528. 

Thereafter,  the  Board  of  Immigration  Appeals  con- 
sidered any  proof  of  membership  in  the  Communist 
Party  as  sufficient  to  sustain  an  order  of  deportation. 
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Matter  of  G.,  File  No.  4-524774.  The  Board  deemed 
adequate  for  this  purpose  the  testimony  of  paid  wit- 
nesses that  an  alien  had  been  seen  at  closed  Commun- 
ist Party  meetings,  and  that  he  had  been  observed 
paying  dues.  No  further  evidence  was  thought  necessary 
to  sustain  an  order  of  deportation. 

But  in  Rowoldt  v.  Perietto,  355  US  115,  the  Supreme 
Court  reiterated  the  test  laid  down  in  Galvan  and  went 
further  by  requiring  an  order  of  deportation  be  supported 
by  "substantial"  proof  that  an  alien  had  a  "meaningful 
association"  not  wholly  devoid  of  "political  implica- 
tions." In  Rowoldt,  the  alien  admitted  having  been  a 
member  in  the  Communist  Party  for  about  a  year;  that 
he  attended  Communist  Party  meetings,  and  paid  mem- 
bership dues.  Rowoldt,  furthermore,  worked  in  a  Com- 
munist Party  bookstore  in  which  Communist  and  Marx- 
ist literature  was  sold.  He  demonstrated  a  high  degree  of 
knowledge  about  Communism  and  the  history  of  the 
Russian  revolution.  He  testified  that  his  reason  for  join- 
ing the  Communist  Party  was  his  concern  to  improve 
economic  conditions  during  the  depression. 

Section  1252(b)(4)  of  Title  8,  United  States  Code, 
demands  that  "no  decision  of  deportability  shall  be  valid 
unless  it  is  based  upon  reasonable,  substantial  and  proba- 
tive   evidence.'* 

The  harsh  penalty  of  deportation  should,  of  course, 
never  be  imposed  if  the  government's  evidence  is  weak 
or  merely  a  prima  facie  case.  Indeed,  the  conventional 
requirement  that  administrative  orders  be  supported  by 
"substantial"  evidence  is  changed  in  this  act  by  adding 
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the  furt±ier  requirements  that  such  evidence  be  "reason- 
able" and  "probative."  This  means  that  the  evidence 
must  not  only  be  substantial,  that  is,  sufficient  to  carry 
the  case  to  a  jury  under  the  conventional  common  law 
test  of  a  prima  facie  case,  but  also  "reasonable."  that  is, 
in  the  eyes  of  the  reviewing  court  believable,  truthful, 
and  in  all  respects  completely  satisfying  as  to  the  alleged 
facts. 

This  much  cannot  be  said  for  the  evidence  produced 
by  the  government  in  this  case.  Mr.  Lee  A.  Knipe  was 
the  first  witness  for  the  government  (Tr.  13).  He  testi- 
fied that  he  had  seen  appellant  at  closed  meetings  of  the 
Communist  Party,  of  which  he  was  also  a  member  (Tr. 
14-15).  Knipe  also  testified  that  he  had  seen  appellant 
at  a  Communist  Party  school  for  the  purpose  of  electing 
one  James  Murphy  state  senator  in  1938  (Tr.  17). 
On  cross-examination  Knipe  admitted  that  he  had  never 
seen  appellant's  Communist  Part\'  membership  book 
and  had  never  seen  him  pay  any  dues  to  the  Com- 
munist Party  (Tr.  18).  He  also  testified  that  on  previous 
occasions  during  twelve  days  immediately  preceding 
the  hearing,  he  had  testified  in  other  cases  of  this  sort 
(Tr.  18).  His  memory  about  the  details  of  the  Com- 
munist Party  meetings  at  which  he  allegedly  saw  appel- 
lant seems  very  vague  indeed  (Tr.  19-20).  Finally  he 
testified  that  he  had  never  seen  MacKay  circulate  any 
literature  of  any  kind   (Tr.   21). 

The  government's  next  witness  was  Irene  Mahoney, 
who  was  previously  Irene  Knipe,  wife  of  witness  Lee 
A.  Knipe  (Tr.  27).  She  also  testified  that  she  knew 
appellant   to   be   a   member   of   the    Communist   Party 
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and  had  seen  him  at  party  meetings.  She  was  unable 
to  testify  as  to  any  of  appellant's  other  alleged  activities 
in  the  Communist  Party.  On  cross-examination  (Tr. 
27-90)  Mrs.  Mahoney  showed  an  amazing  lack  of  recol- 
lection of  the  most  obvious  facts  of  her  life  during  the 
time  she  claimed  to  know  appellant  as  member  of  the 
Communist  Party.  As  a  matter  of  fact,  it  is  remarkable 
indeed  that  she  definitely  remembered  that  appellant 
was  a  member  of  the  Communist  Party,  although  she 
was  able  to  add  little  else  about  this  relationship.  Yet 
she  forgot  a  vast  number  of  dates,  her  employments,  her 
residences,  and  people  during  this  same  period  of  time. 
After  reading  her  testimony  in  full,  one  can  only  con- 
clude that  she  was  wholly  unreliable  in  her  testimony 
and  it  should  be  discounted  in  full. 

The  third  government  witness  was  Robert  McClure 
Hood,  who  testified  that  he  had  joined  the  Communist 
Party  in  1940  (Tr.  442)  and  remained  a  member  until 
about  March  1942  (Tr.  442).  He  testified  that  he 
joined  at  the  instigation  of  an  officer  of  the  Portland 
Police  Department  (Tr.  443).  He  stated  that  he  was 
a  paid  spy  for  the  police  department  (Tr.  444)  and  that 
he  made  his  living  in  this  way  (Tr.  444).  He  testified 
that  he  was  also  active  in  the  Workers'  Alliance. 

He  stated  he  had  seen  Hamish  Scott  MacKay  at 
Communist  Party  meetings  and  that  he  did  not  hold 
any  office  in  the  Albina  Branch  of  the  Communist  Party 
to  which  Hood  belonged  (Tr.  452).  He  also  recalled  a 
particular  meeting  where  appellant  was  present  where 
there  was  a  discussion  as  to  how  the  Communist  Party 
was  backing  the  war  effort  of  the  Soviet  Union  (Tr.  454). 
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In  sum  and  substance  t±ie  testimony  of  Hood 
amounts  only  to  the  charge  that  appellant  had  attended 
meetings  of  the  Communist  Party.  It  does  not  shed  any 
light  upon  his  motives  or  his  possible  interest  in  join- 
ing the  Communist  Party. 

The  last  witness  produced  by  the  government  was 
Sylvia  N.  Sivertson,  the  former  wife  of  appellant.  Mrs. 
Sivertson  and  the  appellant  were  married  December  30, 
1933,  and  he  obtained  a  decree  of  divorce  in  1944.  She 
testified  that  appellant  had  been  a  member  of  the  Com- 
munist Party  since  1935  and  that  she  went  with  him  to 
Communist  Party  meetings,  usually  at  friends'  homes. 
She  also  testified  that  she  herself  had  been  a  member 
of  the  Communist  Party  and  had  paid  dues  to  it.  She 
testified  she  knew  Lee  A.  Knipe  and  Irene  Mahoney 
and  that  she  did  not  remember  Robert  McClure  Hood. 
On  cross-examination  Mrs.  Sivertson  admitted  the  appel- 
lant obtained  the  divorce  and  was  awarded  the  care 
and  custody  of  their  minor  children  (Tr.  764).  She  also 
admitted  that  she  had  been  doing  a  great  deal  of 
drinking  but  claimed  that  it  was  arguments  about  the 
Communist  Party  that  lead  to  this  (Tr.  763,  765).  She 
admitted  that  she  had  been  arrested  in  Portland  on 
charges  of  being  drunk  and  was  confined  to  jail  (Tr. 
766).  Although  she  claimed  to  have  been  active  in  the 
Communist  Party  with  her  husband,  she  was  unable  to 
remember  any  of  the  details  as  to  leaflets  and  literature 
she  claimed  to  have  helped  distribute   (Tr.  773). 

The  appellant's  witnesses  Gladys  Nelson,  Carl  Nel- 
son, and  Dorothy  MacKay  all  testified  that  Mrs.  Sivert- 
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son   drank  excessively  and   was   not  a   truthful  person 
(Tr.  782-792). 

Appellant  himself  testified  (Tr.  792-797)  that  his 
former  wife,  Sylvia  N.  MacKay  Sivertson,  was  divorced 
because  of  her  excessive  use  of  intoxicating  liquor  and  her 
desire  to  run  around  (Tr.  792).  He  claimed  that  the 
so-called  Communist  Party  meetings  which  she  testi- 
fied they  both  attended  were  instead  meetings  of  the 
Workers'  Alliance  and  International  Labor  Defense  (Tr. 
794). 

It  seems  apparent  from  the  record  that  there  is  a 
strong  motive  for  Mrs.  Sivertson  to  lie  about  appel- 
lant's alleged  connections  with  the  Communist  Party. 
That  motive,  pure  and  simple,  is  revenge.  She  simply 
wished  to  get  even  with  appellant  for  obtaining  a 
divorce    from    her    and    the    custody    of    the    children. 

In  light  of  the  witnesses  who  were  called  to  impeach 
her  veracity,  her  testimony  cannot  be  viewed  as  credit- 
able or  in  any  way  sufficient  upon  which  to  base  a 
finding  of  deportation. 

Thus  when  the  government's  case  is  analyzed  and 
the  testimony  of  the  government  witnesses  looked  at 
critically,  instead  of  being  accepted  as  one  hundred  per 
cent  truthful  as  the  Board  of  Immigration  appeals 
and  the  special  inquiry  officer  did,  it  can  be  readily  seen 
that  no  substantial,  reasonable,  or  probative  evidence 
was  produced  so  as  to  warrant  the  extreme  penalty  of 
deportation  to  be  inflicted  against  the  appellant.  On 
the  contrary,  we  believe  that  justice  requires  a  reversal 
of  the  District  Court's  order. 
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CONCLUSION 

Appellant  believes  he  is  not  an  alien  and  is  therefore 
not  subject  to  deportation.  If  he  is,  in  any  case,  the 
statute  under  which  the  government  seeks  to  deport  him 
is  unconstitutional  and  should  be  so  declared.  Even 
under  the  statute,  the  government  has  not  proven  its 
case  by  substantial,  reasonable,  and  probative  evidence 
that  he  was  a  member  of  the  Communist  Party  within 
the  meaning  of  that  term  as  interpreted  by  the  United 
States  Supreme  Court.  Finally,  the  record  is  clear  that 
appellant  has  been  denied  a  fair  hearing  on  his  appli- 
cation for  suspension  of  deportation  by  reason  of  the 
hearing  officer  being  one  and  the  same  person  who  had 
previously  ordered  him  to  be  deported.  The  hearing 
officer's  denial  of  suspension  of  deportation  and  its 
affirmance  by  the  Board  of  Immigation  Appeals  was 
abuse  of  administrative  discretion  and  is  not  supported 
by  the  record. 

The  order  of  the  District  Court  should  be  reversed 
with  instructions  to  grant  the  relief  prayed  for  in  the 
appellant's  amended  petition  for  Writ  of  Habeas  Corpus 
and  Injunctive  Relief  to  Prevent  Agency  Action. 

Respectfully  submitted, 

Nels  Peterson, 
Gerald  H.  Robinson, 
Attorneys  for  Appellant. 
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JURISDICTIONAL  STATEMENT 

The  jurisdiction  of  the  District  Court  was  invoked 
under  28  USC  §  2241  and  5  USC  §  1009.  The  jurisdiction 
of  the  Court  of  Appeals  is  invoked  under  28  USC  §§ 
2253  and   1291. 

This  is  an  appeal  from  an  Order  of  the  United 
States  District  Judge  for  the  District  of  Oregon  dis- 
missing appellant's  Amended  Petition  for  Writ  of 
Habeas    Corpus    and    Complaint   for    Injunctive    Relief 


to  Prevent  Agency  Action,  discharging  the  Writ  of 
Habeas  Corpus  theretofore  issued  and  remanding  the 
appellant  to  the  custody  of  Eugene  D.  McAlexander, 
then  Acting  District  Director,  Immigration  &  Natural- 
ization Service,  United  States  Department  of  Justice,  to 
be  held  for  deportation,  pursuant  to  the  Warrant  and 
Order  of  Deportation  previously  issued  (R.  58).* 

STATEMENT  OF  THE  CASE 

While  the  statement  of  facts  in  appellant's  brief  is 
substantially  correct  insofar  as  set  forth,  certain  other 
important  facts  as  they  pertain  particularly  to  the  issues 
urged  in  appellant's  first  round  through  the  courts 
{MacKay  v.  Boyd,  9  Cir.  1955,  #13841,  218  F.2d  666; 
cert.  den.  (1955)  350  U.S.  840;  reh.  den.  (1956) 
351  U.S.  929),  when  compared  to  the  propositions  urged 
in  the  within  cause,  together  with  a  brief  summary  of 
the  testimony  upon  which  the  deportability  of  appel- 
lant has  been  based,  materially  alter  the  questions  pre- 
sented in  appellant's  brief. 

The  appellant  is  an  alien,  having  been  born  in  Can- 
ada on  June  10,  1905.  He  last  entered  the  United  States 
on  or  about  November  24,  1928  (not  in  1958,  App. 
Br.   2). 

The  evidence  as  to  appellant's  membership  in  the 
Communist  Party  was  established  by  the  testimony  of 


*  As  in  appellant's  brief,  "(R.  )"  herein  refers  to  the  printed 
record  of  the  proceedings  in  the  United  States  District  Court, 
and  "(Tr.  )"  refers  to  Exhibit  1  of  the  typewritten  transcript 
of  the  hearings  before  the  Immigation  &  Naturalization  Service. 


four  witnesses:  Lee  A.  Knipe,  Irene  Mahoney,  Robert 
McClure  Hood  and  Sylvia  Maria  Sivertson,  all  of  whom 
participated  actively  in  the  Communist  Party  functions 
in  the  Albina  Branch  at  Portland,  Oregon,  of  which 
appellant  was  a  member. 

Knipe  testified  that  he  was  a  member  of  the  Com- 
munist Party  in  Portland  from  1937  to  1940  (Tr.  14). 
He  was  Educational  Director  of  the  Albina  Branch. 
He  and  appellant  had  been  selected  by  the  Executive 
Board  of  the  Albina  Branch  to  attend  Communist 
Party  schools  and  training  classes  (Tr.  15),  the  instruc- 
tors being  Jim  Murphy,  State  Organizer  of  the  Com- 
munist Party,  and  Andy  Reams,  Educational  Director 
of  Communist  Party,  State  of  Washington  (Tr.  16). 
Meetings  were  held  for  the  purpose  of  electing  James 
Murphy,  who  was  running  on  the  Communist  Party 
ticket,  to  the  State  Senate  (Tr.  17).  Appellant  attended 
closed  meetings  of  the  Communist  Party  (Tr.  17,  18), 
where  only  known  Communists  attended   (Tr.  18). 

Irene  Mahoney,  formerly  Mrs.  Lee  A.  Knipe,  was  a 
member  of  the  Albina  Branch  of  the  Communist  Party 
from  1938  through  1940  (Tr.  22)  and  attended  closed 
meetings  open  only  to  members  of  the  Party  (Tr.  23) 
and  appellant  attended  four  or  five  of  these  meetings 
when  she  was  present  (Tr.  24). 

Robert  McClure  Hood  joined  the  Communist  Party 
in  November  1940  and  remained  a  member  until  he 
was  expelled  in  March  1942  (Tr.  442).  He  attended 
closed  Party  meetings  at  which  appellant  was  present 
(Tr.    445).   After   reading   Communist   Party   literature 


setting  forth  its  dangerous  aims,  he  went  to  the  police 
(Tr.  474).  The  witness  first  met  appellant  at  a  meeting 
of  the  Workers  Alliance  (Tr.  441)  and  thereafter  became 
well  acquainted  with  appellant. 

Sylvia  Marie  Sivertson  was  a  former  wife  of  appel- 
lant, having  married  him  in  1933,  and  they  were 
divorced  in  1944  (Tr.  748).  Appellant  had  been  a 
member  of  the  Communist  Party  and  he  prevailed 
upon  her  to  join  the  Party  in  1935  (Tr.  750).  There- 
after they  attended  Communist  Party  meetings  together 
(Tr.  751).  For  approximately  six  months  she  was  Secre- 
tary of  the  Albina  Branch  where  she  collected  Commun- 
ist Party  dues,  including  dues  from  the  appellant  (Tr. 
752).  Appellant  was  active  in  the  solicitation  of  new 
members  by  stenciling  "Join  the  Communist  Party" 
on  the  sidewalks  (Tr.  752,  753),  direct  solicitation,  and 
distribution  of  leaflets  put  out  by  the  Party  (Tr.  758, 
759).  Appellant  was  active  in  discussing  Communism 
with  people  (Tr.  753),  which  continued  through  1943 
when  both  she  and  appellant  v/ere  employed  in  the 
shipyards  (Tr.  755).  They  together  attended  Commu- 
nist Party  schools,  the  purpose  of  which  was  to  teach 
members  "Russian  history  and  everything  in  regard  to 
the  Communist  Party  work — and  the  fundamentals  of 
Communism,  Marxism  and  Leninism."  Textbooks  were 
used  for  study  (Tr.  757). 

In  appellant's  first  Petition  for  Writ  of  Habeas 
Corpus  which  formed  the  basis  for  appellant's  first 
appeal,  hereinbefore  mentioned,  he  did  not  raise  the 
question  of  citizenship,  but  he  did  raise  the  question  of 
fairness  and  impartiality  of  the  hearings,  and  the  suf- 


ficiency  of  the  evidence,  claiming  that  the  finding  that 
he  was  a  Communist  was  false  and  without  a  basis  in 
fact.  He  also  challenged  the  constitutionality  of  the 
statutes  under  which  he  was  charged,  alleging  that  they 
amounted  to  bills  of  attainder  and  ex  post  facto  laws. 
From  an  adverse  decision  of  the  court  below,  appellant 
appealed,  and  this  Court  of  Appeals  in  MacKay  v. 
Boyd,  supra,  held  per  curiam  that  there  was  abundant 
evidence  to  support  the  contention  that  he  was  a  mem- 
ber of  the  Communist  Party. 

Pursuant  to  appellant's  motion  to  reopen  the  hearing 
for  the  purpose  of  filing  an  Application  for  Suspension 
of  Deportation,  a  rehearing  was  held  on  May  16,  1956, 
and  on  June  21,  1956,  the  Hearing  Officer  denied  appel- 
lant's Application  for  Suspension  of  Deportation  on  the 
ground  that  the  petitioner  refused  to  answer  questions 
regarding  membership  in  various  organizations,  including 
the  "Committee  for  Protection  of  Oregon  Foreign  Born," 
as  did  his  wife  (Tr.  848,  851-855,  870).  The  Hearing 
Officer,  in  his  report  on  June  21,  1956,  at  page  3,  noted 
that:  "In  fact,  many  of  the  respondent's  answers  v/ere 
evasive.  He  has  elected  to  stand  mute  and  refused  to 
disclose  information  which  is  material  to  a  determination 
as  to  whether  he  merits  suspension  of  deportation."  Upon 
appeal  the  Hearing  Officer's  determination  was  sustained 
and  the  appeal  dismissed. 

Subsequently,  on  March  5,  1958,  petitioner  again 
appealed  to  the  Board  of  Immigration  Appeals,  request- 
ing reconsideration  of  its  determination  of  deportability 
on  the  basis  of  the  decision  of  Rowoldt  v.  Perfetto 
(1957)    355   U.S.    115.   Upon   dismissal   of  this   appeal. 


appellant  on  June  18,  1958  filed  t±ie  within  Petition 
for  Writ  of  Habeas  Corpus  and  Complaint  for  Injunc- 
tive Relief  to  Prevent  Agency  Action.  In  this  petition 
and  complaint,  appellant  again  urged  all  of  his  prior 
contentions  previously  adjudicated  by  this  court  and 
in  addition  questioned  appellant's  deportability  in  view 
of  the  decision  of  the  United  States  Supreme  Court 
in  Rowoldt,  supra.  Appellant  further  contended  that 
the  hearing  on  his  Application  for  Suspension  of  Deport- 
ation was  unfair  in  that  the  Hearing  Officer  was  biased 
and  prejudiced  and  was  not  impartial  because  he  had 
acted  as  Hearing  Officer  in  the  original  proceedings, 
and  that  the  Order  Denying  Suspension  of  Deportation 
was  arbitrary,  capricious,  and  an  abuse  of  discretion. 
After  the  hearing  in  the  United  States  District  Court 
for  the  District  of  Oregon,  appellant  filed  his  Amended 
Petition  for  Writ  of  Habeas  Corpus  and  Complaint  for 
Injunctive  Relief  to  Prevent  Agency  Action,  claiming 
for  the  first  time  to  be  a  citizen  of  the  United  States 
as  a  basis  for  relief. 

The  District  Court  below,  on  August  15,  1958, 
having  dismissed  the  petition  and  complaint  on  its 
merits,  discharged  the  writ  and  remanded  appellant 
to  the  Immigration  &  Naturalization  Service  to  be 
held  for  deportation,  pursuant  to  the  Warrant  and 
Order  of  Deportation  previously  issued. 

On  August  18,  1958,  appellant  filed  a  Notice  of 
Appeal  from  this  Order. 


ISSUES 

Appellee  does  not  agree  that  there  are  properly 
before  this  court  all  of  the  issues  as  set  forth  by  appel- 
lant  (App.   Br.   4,   5). 

Appellee  contends  the  only  issues  before  this  court 
are: 

1.  Was  appellant  afforded  a  fair  hearing  on  his 
Application  for  Suspension  of  Deportation  before  the 
Immigration  &  Naturalization  Service,  Department  of 
Justice? 

2.  Was  the  Order  Denying  Suspension  of  Deportation 
of  appellant  arbitrary,  capricious  and  an  abuse  of 
discretion  and  otherwise  not  in  accordance  with  law? 

3.  Is  appellant  a  citizen  of  the  United  States  and  not 
subject  to  deportation? 

4.  Was  the  issue  of  the  constitutionality  of  the  Act 
of  October  16,  1918,  40  Stat.  1012,  as  amended,  fully 
adjudicated  in  appellant's  earlier  appeal,  MacKay  v. 
Boyd,  supra,  and  therefore  final? 

5.  Was  the  issue  as  to  whether  or  not  there  was 
substantial,  probative  and  reasonable  evidence  upon 
which  the  Immigration  &  Naturalization  Service  based 
its  order  of  deportation  upon  membership  of  appellant 
in  the  Communist  Party  of  the  United  States,  fully 
adjudicated  in  the  case  of  MacKay  v.  Boyd,  supra,  and 
therefore   final? 


APPELLANT'S  PROPOSITION  I 

The  District  Court  did  not  Err  in  Failing  to  Declare 
Unconstitutional  the  Act  of  October  16,  1918,  as  amended, 
now  8  use  §  1251(a)(6)(c),  or  in  particular  that  the  Act 
is  Unconstitutional  as  being  a  Bill  of  Attainder. 

This  contention  has  been  repeatedly  passed  upon  by 
this  and  other  courts.  The  same  grounds  were  urged  by 
appellant  in  his  first  round  through  the  courts  in 
MacKay  v.  Boyd,  supra,  where  the  decision  of  the 
court  below  was  by  this  court  affirmed  per  curiam. 
The  identical  grounds  were  also  raised  in  the  case  of 
Niukkanen  v.  Boyd,  9  Cir.  1957,  #15061,  241  F.2d  938; 
cert.  den.  (1957)  355  U.S.  905.  Appellant  in  fact,  at 
the  very  outset  of  his  brief,  page  6,  admits  that  this 
proposition  has  been  foreclosed  by  this  court  because 
of  the  decisions  of  the  Supreme  Court  in  Harisiades  v. 
Shaughnessy  (1952)  342  U.S.  580,  and  Galvan  v.  Press 
(1953)  347  U.S.  522.  The  decisions  aforesaid  were  final 
and  determinative  of  this  issue.  Cruz-Sanchez  v.  Robin- 
son, 9  Cir.  1957,  249  F.2d  771.  See  also,  Rystad  v.  Boyd, 
9  Cir.,  246  F.2d  246;  cert.  den.  (1957)  355  U.S.  912; 
reh.   den.    (1958)  355   U.S.   967. 

But  counsel  urges  that  the  Supreme  Court  of  the 
United  States  has  not  specifically  ruled  on  the  validity 
of  the  Act  as  it  pertains  to  this  class  of  case  as  con- 
stituting a  bill  of  attainder.  There  is  no  reason  to  believe 
that  the  Supreme  Court  did  not  consider  this  conten- 
tion in  either  the  Galvan  or  Harisiades  case.  As  Judge 
Solomon   stated   in   his   Memorandum    Opinion    in    the 


case  of  Niukkanen  v.  Boyd,  supra,  presently  on  appeal 

before  this   court,   being   Case   No.    15061: 

"There  is  no  merit  in  the  contention  that  the 
Act  is  a  bill  of  attainder.  Although  Mr.  Justice 
Black  in  his  dissenting  opinion  in  Galvan  v.  Press, 
347  U.S.  522,  533,  mentioned  this  possibility,  it  is 
apparent  that  he  did  not  believe  that  such  provi- 
sions constituted  a  bill  of  attainder,  and  the  major- 
ity opinion  sustained  the  order  of  deportation." 


APPELLANT'S  PROPOSITION  II 

The  District  Court  did  not  Err  in  Determining  that 
Appellant  was  an  Alien;  that  his  Father  was  not  an 
American  Citizen  at  the  time  Appellant  wos  Born  and 
that  Appellant  is  Subject  to  Deportation. 

At  the  outset  of  the  Immigration  hearings  and  up 
to  the  time  of  the  filing  of  an  amended  petition,  appel- 
lant conceded  that  he  was  an  alien.  The  government's 
proof  was  thereby  supported  and  no  further  proof  was 
necessary  beyond  the  admissions  of  appellant  himself. 
Since  appellant  has  now  raised  the  claim  of  citizenship 
by  derivation,  that  is,  through  the  claim  that  his 
father,  James  Scott  MacKay,  was  a  citizen  of  the 
United  States  at  the  time  appellant  was  born  in  Canada, 
it  became  incumbent  upon  the  government  to  establish 
that  appellant  was  not,  in  fact,  a  citizen  of  the  United 
States. 

In  the  case  of  Brader  v.  Zurbrick,  6  Cir.  1930, 
38  F.2d  472,  it  is  stated  that  "Where  claim  of  petitioner 
is  not  merely  colorable,  the  claimant  is  entitled  to  a 
judicial    hearing."    The    government's    burden   therefore 
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was  to  show  either  (1)  that  James  Scott  MacKay  was 
a  naturalized  citizen  of  Canada  and  a  subject  of  Her 
Britannic  Majesty  as  a  British  subject  at  the  time  of 
appellant's  birth;  or  (2)  that  appellant's  father  expatri- 
ated himself  thereby  losing  his  United  States  citizenship 
prior  to  appellant's  birth  in  Canada.  See  Riley  v. 
Howes,  1  Cir.   1928,  24  F.2d  686. 

Concededly,  appellant  was  born  in  Canada  in  1905 
and,  concededly,  his  father  had  acquired  a  certificate 
of  naturalization  issued  by  the  Canadian  courts  prior 
to  appellant's  birth  (Ex.  15  Imm.  File  (referred  to  as 
Petitioner's  Ex.  15,  R.  103)  Offered,  Tr.  746;  Admitted 
by  Hearing  Officer,  Tr.  747).  However,  appellant  con- 
tends that  his  father's  naturalization  in  Canada  was 
defective  and  that  he  consequently  never  lost  his  status 
as  a  naturalized  citizen  of  the  United  States. 

Naturalization  in  a  Foreign  State.  At  least  since 
1868  (R.S.  §  1999),  our  laws  have  recognized  the  right 
of  voluntary  expatriation  both  by  native-born  and 
naturalized  citizens.  Even  in  the  absence  of  any  direct 
statutory  provision,  a  citizen  of  the  United  States 
unquestionably  lost  his  American  citizenship  by  pro- 
curing naturalization  in  a  foreign  state,  particularly 
when  such  naturalization  was  accompanied  by  a  change 
of  domicile.  Both  the  majority  and  minority  opinions 
in  the  Supreme  Court's  recent  decision  in  Terez  v. 
Brownell  (1958)  356  U.S.  44,  agreed  that  the  voluntary 
acceptance  of  foreign  allegiance  through  naturalization 
was  the  most  obvious  method  of  casting  off  United 
States  citizenship.  See  also  Savorgnan  v.  U.  S.  (1950) 
338  U.S.  491.  See  also,  9  Op.  Atty.  Genl.  62: 


11 

*ln  my  opinion,  if  he  emigrates,  carries  his  family 
and  effects  with  him,  manifests  a  plain  intention 
not  to  return,  takes  up  his  permanent  residence 
abroad,  and  assumes  the  obligation  of  a  subject 
to  a  foreign  government,  this  would  imply  a  dis- 
solution of  his  previous  relations  with  the  United 
States,  and  I  do  not  think  we  could  or  would 
afterwards  claim  from  him  any  of  the  duties  of  a 
citizen." 

The  Court  in  In  re  Look  Tin  Sing,  Cir.  Ct.  D.  Calif. 
1884,  21  F.  905,  quoted  this  Opinion  of  the  Attorney 
General  with  approval  and  stated,  "The  doctrine  thus 
stated  has  long  been  received  in  the  United  States  as  a 
settled  rule  of  public  law;   .   .   ." 

Consequently,    at    the    time    of    MacKay's  birth    in 
Canada  in   1905,  his  father  had  lost  the  status  he  had 
acquired  as   a  naturalized  American   Citizen  by  virtue 
of  his  obtaining  naturalization  in  Canada.  As  a  Cana- 
dian,   he   obviously   could   not   transmit   United    States 
citizenship    to    his    son.    Moreover,    MacKay    did    not 
acquire  United   States   citizenship  through   his   mother. 
Even  assuming  that  the  mother  retained  United  States 
citizenship  following  her  establishment  of  foreign  resi- 
dence   and    her    husband's    naturalization    in    Canada, 
v/hich  at  best  is  extremely  doubtful,  the  mother  could 
not  confer  United  States  citizenship  at  birth  upon  the 
child   born   in  Canada.   In   re   Wright,   E.D.    Pa.    1937, 
19  F.   Supp.   224,  and  cases  there  cited  and  discussed. 
Revised  Statutes  §  1993  then  authorized  transmission  of 
American   citizenship   at   birth    abroad    only   when    the 
father    was    an    American    citizen   at    the    time    of    the 
child's  birth.  Since  his  father  was  an  alien  at  the  time 
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of  his  birth  in  1905,  MacKay  was  bom  an  alien.  Wolf 
V.  Brownell,  9  Cir.  1957,  253  F.2d  141;  cert.  den.  (1958) 
357  U.S.   942. 

Compliance  with  Canadian  Requirements.  At  this 
late  date,  MacKay  suddenly  purports  to  discover  that  his 
father's  Canadian  naturalization  was  irregular  because 
he  believes  his  father  had  not  resided  in  Canada  for 
three  years  when  he  sought  and  was  granted  naturaliza- 
tion. In  this  regard,  appellant  on  March  2,  1951,  testified 
as  follows: 

"Well,  I  understand  that  my  dad  went  to  Canada 
in  1903  and  therefore  he  couldn't  have  been  a  resi- 
dent of  Canada  for  three  years."  (Tr.  745) 

The  present  claim  therefore  seems  quite  far-fetched 
after  the  lapse  of  53  years,  during  which  the  father  and 
MacKay  both  regarded  themselves  as  Canadian  citizens 
and  subjects  of  Great  Britain. 

This  is  clearly  a  collateral  attack  on  appellant's 
father's  naturalization  in  Canada.  There  has  been  no 
attempt  to  show  that  Canadian  administrative  or  judicial 
authorities  ever  sought  to  revoke  the  father's  naturaliza- 
tion. Under  such  circumstances,  the  courts  of  the  United 
States  could  not  be  called  upon  to  nullify  the  naturaliza- 
tion as  granted  in  Canada. 

Christie  v.  British  American  Oil  Co.,  determined  by 
the  Manitoba  Court  of  Appeals  (1953)  8  WWR  (NS) 
714;  aff.  8  WWR  (NS)  39:  2  DLR  598  (Man.  C.  A.); 
aff.  (1954)  SCR  111,  2  DLR  65,  pertains  to  a  warrant 
issued  out  of  a  court  for  execution  on  certain  shares  of 
stock.    Plaintiff   claimed    that    the    order    and    warrant 
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involved  were  nullities.  The  court  said  that  the  place 
to  settle  the  illegality  was  in  the  Ontario  courts  where 
seizure  was  made  and  that  a  judgment  or  order  cannot 
be  treated  as  a  nullity  when  attacked  in  a  collateral 
proceeding  unless  the  want  of  jurisdiction  to  make  it  is 
obvious  on  its  face.  See  also  Tufts  v.  Thompson  (1929) 
1  WWR  329,  24  CAN.  Abr.  1174  (Man.  C.A.);  Caldwell 
R.M.  V.  Children's  Aid  Society  of  St.  Abellard  (1929) 
1  WWR  323,  24  CAN.  Abr.  1165  (Man.  C.  A.).  In  R.  E. 
Solvang,  43  DLR  549,  the  court  quoted  Piggott's  Na- 
tionality, Part  1,  p.  203,  as  follows: 

"The  decree  on  the  petition,  whether  it  be  legiti- 
macy or  illegitimacy,  of  validity  or  invalidity  of 
marriage,  of  the  right  or  absence  of  right  to  be 
deemed  a  British  subject  is,  from  its  nature,  a 
judgment  of  status,  and,  as  such,  entitled  to  uni- 
versal recognition. 

5i«        *        * 

"He  means,  of  course,  that  according  to  inter- 
national comity,  judgments  as  to  status  rendered 
in  the  court  of  the  domicile  are  accepted  by  all 
foreign  courts  .   .   ." 

In  this  connection  see  also,  the  case  of  Tutun  v.  U.  S. 

(1926)   270  U.S.   568,  577,  in  which  a  Federal  District 

Court  denied  a  petition  of  an  alien  to  be  admitted  to 

citizenship  in  the  United  States  and  said: 

".  .  .  that  upon  such  hearing  the  applicant  and 
witnesses  shall  be  examined  under  oath  before  the 
court  and  in  its  presence;  and  that  every  final  order 
must  be  made  under  the  hand  of  the  court  and 
shall  be  entered  in  full  upon  the  record.  The  judg- 
ment entered,  like  other  judgments  of  a  court  of 
record,  is  accepted  as  complete  evidence  of  its  own 
validity  unless  set  aside.  Campbell  v.  Gordon, 
6  Cranch   176;   Spratt  v.  Spratt,  4  Pet.   393,   408. 
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It  may  not  be  collaterally  attacked.  Pintsch  Com- 
pressing Co.  V.  Bergin,  84  Fed.  140.  If  a  certifi- 
cate is  procured  when  the  prescribed  qualifications 
have  no  existence  in  fact,  it  may  be  cancelled  by 
suit." 

Hence,  it  would  appear  that  it  was  appellant's  duty, 
if  such  a  duty  there  existed,  to  take  direct  proceedings 
in  Canada  if  appellant's  father  obtained  the  certificate 
through  illegal  or  fraudulent  means  and  have  the  same 
vacated,  annuled  and  set  aside.  He  cannot  collaterally 
attack  the  determination  of  the  Canadian  courts  in  this 
proceeding.  It  would  seem  to  be  the  duty  of  this  court 
to  give  full  faith  and  credit  to  the  determination  of 
the  court  in  Canada  admitting  appellant's  father  to 
citizenship  in  that  foreign  state. 

An  order  admitting  an  alien  to  citizenship  has  been 
repeatedly  declared  to  be  a  judgment  of  the  same  dig- 
nity as  any  other  judgment  of  a  court  having  jurisdic- 
tion. It  is  an  adjudication  on  personal  status.  Under 
such  circumstances,  it  seems  fanciful  to  assert  that  a 
court  in  this  country  can  disregard  a  naturalization 
granted  in  Canada  in  1905,  merely  on  the  basis  of  a 
belated  assertion  that  the  applicant  then  had  not  fully 
met  the  requirements  established  by  Canadian  law. 
Since  the  naturalization  edict  in  Canada  was  never 
rescinded,  it  fully  attests  status  as  a  Canadian  citizen. 
See  Tutun  v.  U.  S.,  supra,  at  577;  Spratt  v.  Spratt 
(1830)  4  Pet.  393,  408,  7  L.Ed.  897. 

Expatriation.  In  the  court  below,  the  government 
urged,  and  we  now  renew  the  contention,  that  even 
if   the    court   should   determine    that   appellant's    father 
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had  not  become  a  naturalized  Canadian  citizen,  he 
nevertheless  lost  his  United  States  citizenship  by  expatri- 
ation, in  taking  the  oath  of  allegiance  prior  to  appel- 
lant's birth. 

Since  Canada  is  one  of  the  Dominions  of  Great 
Britain,  the  oath  of  allegiance  would  have  been  to  Her 
Majesty,  the  Queen  of  the  United  Kingdom  of  Great 
Britain  and  Ireland.  We  contend  that  irrespective  of 
the  residential  requirements  to  enable  appellant's  father 
to  become  a  citizen  of  Canada,  the  mere  taking  of  the 
oath  in  and  of  itself  would  place  upon  him  ''duties  and 
obligations  absolutely  inconsistent  and  at  war  v/ith  the 
duties  he  owes  the  home  country  and  government  he 
left,  and  he  has  also  shown  an  unequivocal  intent  to 
remain  abroad."  Ex  parte  Gritiin,  N.D.  N.Y.  1916, 
237   F.   445,   451. 

Appellant,  however,  contends  that  to  expatriate  a 
citizen  of  the  United  States  v/ould  render  him  stateless 
and  would  be  in  violation  of  the  treaty  between  the 
United  States  and  Great  Britain  (App.  Br.  13).  In  this 
regard,  see  Ex  parte  Griffin,  supra  where  Griffin,  a 
citizen  of  the  United  States,  went  to  Canada  and  there 
enlisted  in  the  armed  forces  of  a  foreign  power  and 
took  the  oath  of  allegiance  to  the  King  of  Great  Britain, 
and  although  Griffin  in  that  case  deserted  within  a  few 
days  and  returned  to  the  United  States,  he  was  declared 
to  be  an  alien  of  the  United  States  even  though  he  had 
here  not  become  a  citizen  of  Canada  and  a  subject  of 
Great  Britain.  In  that  case,  the  court  further  stated  (p. 
450) : 
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"Expatriation  is  the  voluntary  loss  or  abandon- 
ment, or,  more  properly  speaking,  renunciation,  of 
citizenship.  This  may  be  a  completed  act,  and 
complete  in  its  effect  as  to  the  status  of  a  person, 
even  if  he  has  not  become  naturalized  in  some  other 
country  according  to  its  laws.  Persons  born  in  the 
United  States,  subject  to  its  jurisdiction,  are  citizens 
of  the  United  States.  If  one  of  these  persons  goes 
to  England  and  is  there  naturalized,  he  becomes  a 
citizen  of  England,  regardless  of  the  wishes  or  con- 
sent of  the  United  States.  He  is  exercising  a  natural 
and  an  inherent  right,  says  the  Congress  of  the 
United  States.  In  such  case  he  loses  his  citizenship  in 
the  United  States  on  becoming  a  naturalized  citizen 
of  England.  This  is  distinguished  from  expatriation, 
which  may  consist  solely  in  the  abandonment  and 
renunciation  of  citizenship  in  the  United  States, 
without  being  naturalized  in  some  other  country.  Of 
course,  a  citizen  of  the  United  States  expatriates  him- 
self when  he  voluntarily  goes  to  England,  and  there 
applies  for  citizenship  and  becomes  naturalized. 
He  has  not  only  abandoned,  but  renounced,  his 
citizenship  in  the  United  States,  and  become  a 
citizen  of  another  country.  .  .  .  Expatriation  is 
renouncing  allegiance  to  one's  own  government, 
accompanied  usually  by  forsaking  his  own  coun- 
try. 

^        jH        :j< 

"It  follows  that  Griffin,  the  petitioner,  not  only 
expatriated  himself  under  the  statute  of  the  United 
States,  but  by  his  oath  changed  his  allegiance 
to  that  of  the  kingdom  of  Great  Britain  and 
Ireland,  and  necessarily  renounced  his  allegiance 
to  the  United  States,  and  at  least  took  the  prelim- 
inary steps  to  become  a  naturalized  citizen  of 
England,  (p.  457) 

Hs  ^  5}J 

"Does  taking  an  oath  of  allegiance  to  a  foreign 
power  constitute  expatriation?  It  was  not  a  new 
question.  See  Case  of  J.  F.  Bowler,  which  arose 
in   1895,  and  communication  of  Secretary  of  State 
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Gresham  in  reference  thereto,  Foreign  Relations, 
1895,  page  853,  and  VanDyne,  Citizenship  of  the 
United  States,  280.  Secretary  Gresham  said: 

"  'The  oath  is  inconsistent  with  his  allegiance 
to  the  United  States.  By  taking  it  he  obligated 
himself  to  support  the  government  of  his  adop- 
tion, even  to  the  extent  of  fighting  its  battles 
in  the  event  of  war  between  it  and  the  govern- 
ment of  his  origin.  He  could  not  bear  true 
allegiance  to  both  governments  at  the  same 
time.'  "  (p.  458) 


APPELLANT'S  PROPOSITION  III 

The  District  Court  did  not  Err  in  Refusing  to  Hold  that 
Appellant  was  not  Afforded  a  Fair  Hearing  on  His  Appli- 
cation for  Suspension  of  Deportation. 

The  only  basis  for  this  contention  by  appellant  is 
that  the  Hearing  Officer,  following  the  first  hearing,  had 
determined  the  matter  adversely  to  appellant  and  ".  .  . 
had  in  effect  decided  that  appellant  was  a  liar  and  his 
conclusion  could  only  be  that  he  would  not  ^rant  sus- 
pension of  deportation  to  a  liar.  Under  these  circum- 
stances it  is  clear  that  appellant  has  been  denied  an 
elementary  aspect  of  due  process  of  law,  namely  the 
right  to  a  hearing  before  an  impartial  judge  or  hearing 
officer."  (App.  Br.  17)  (Emphasis  added) 

This  broad,  sweeping  statement,  without  some  spe- 
cific showing  as  a  basis  for  it,  should  hardly  merit  an 
answer  thereto.  A  reading  of  the  record,  including  the 
pages  referred  to  on  page  3  of  the  Hearing  Officer's  re- 
port, conclusively  shows  appellant's  evasiveness  and  his 
refusal  to  answer  questions  within  the  legitimate  area 
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of  the  inquiry  and  justified  the  Hearing  Officer's  refusal 

to   treat  him   as   deserving   of   discretionary  relief.   The 

Hearing  Officer  found  that  appellant's  refusal  to  answer 

was  not  warranted  and  that  it  might  well  be  inferred 

from  his  refusal  that  a  complete  disclosure  of  the  facts 

would  not  add  to  the  alien's  desirability  as  a  resident. 

Particularly  in  point  is  the  case  of  Jimenez  v.  Barber, 

9  Cir.  1958,  252  F.2d  550,  where  the  court  said: 

"Here,  the  refusal  to  answer  questions  was  in  a 
proceeding  in  which  the  applicant  sought  nothing 
to  which  he  was  entitled  as  a  matter  of  right.  He 
asked  only  for  an  act  of  grace,  dependent  upon  an 
official  exercise  of  sound  discretion.  The  hazards  in 
adopting  an  obstructive  attitude  in  such  a  proceed- 
ing must  be  at  least  as  great  as  those  involved  in 
cases  where  established  rights  are  sought  to  be  en- 
forced or  protected."  (p.  554) 

Since  suspension  of  deportation  is  a  matter  of  grace, 
courts  will  not  review  its  denial  unless  the  ground  stated 
is  on  its  face  insufficient. 


APPELLANT'S  PROPOSITION  IV 

The  District  Court  did  not  Err  in  Refusing  to  Find 
the  Order  Denying  Appellant's  Suspension  of  Deporta- 
tion was  Arbitrary,  Capricious  and  an  Abuse  of  Discre- 
tion, and  Otherwise  not  in  Accordance  with   Law. 

In  the  first  paragraph  of  appellant's  brief,  page  19, 

after  summarizing  the  basis  under  which  appellant  be 

considered  for  suspension  of  deportation  under  8  USC 

§  1254(a)(5),  he  states: 

"The  special  inquiry  officer  found  that  the  appel- 
lant  met    these   requirements   and   in   addition   the 
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requirement  that  his  deportation  would  result  in 
'exceptional  and  extremely  unusual  hardship.'  " 

This  is  not  quite  correct.  What  the  Special  Inquiry  Of- 
ficer determined  was  that  appellant  was  statutorily  eligi- 
ble for  consideration  of  suspension  of  deportation.  More 
particularly,  the  Act  specifies  that  the  Attorney  General, 
under  Part  (c)  of  said  section,  may  suspend  the  depor- 
tation of  a  deportable  alien  who  meets  the  prerequisites 
set  out  in  the  Act. 

The  cases  are  legion  and  for  the  most  part  are  uni- 
form in  applying  the  narrow  scope  of  judicial  review  of 
agency  action  denying  suspension  of  deportation.  In 
Arakas  v.  Zimmerman,  3  Cir.  1952,  200  F.2d  322,  324, 
in  the  course  of  commenting  upon  tlie  ultimate  decision 
in  Bauer  v.  Shaughnessy,  Civil  50/217,  S.D.  N.Y.  1950, 
the  following  language  was  quoted  with  approval : 

"...  the  decision  of  the  Attorney  General  in  re- 
fusing discretionary  relief  to  a  deportable  alien  is 
not  subject  to  judicial  review  at  least  where  the 
ground  stated  for  the  refusal  is  not  'on  its  face  in- 
sufficient.' United  States  ex  rel  Kaloudis  v.  Shaugh- 
nessy,  180  F.2d  489." 

The  Supreme  Court  of  the  United  States,  in  the  case 
of  Jay  V.  Boyd  (1956)  351  U.S.  345,  has  gone  a  con- 
siderable distance  beyond  the  previous  authorities. 
There,  the  denial  of  an  application  for  suspension,  based 
on  the  use  of  confidential  information  by  the  Board  of 
Immigration  Appeals,  was  sustained  by  a  sharply- 
divided  court.  Not  confined  to  the  matter  of  the  use  of 
undisclosed  information,  however,  is  the  following  state- 
ment in  that  case — which  unmistakably  governs  this 
court  as  to  the  present  problem  (p.  353)  : 
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"Eligibility  for  the  relief  here  involved  is  governed 
by  specific  statutory  standards  which  provide  a 
right  to  a  ruling  on  an  applicant's  eligibility.  How- 
ever, Congress  did  not  provide  statutory'  standards 
for  determining  who.  among  qualified  applicants 
for  suspension,  should  receive  the  ultimate  relief. 
That  determination  is  left  to  the  sound  discretion  of 
The  Attorney  General.  The  statute  says  that,  as  to 
qualified  deportable  aliens,  The  Attorney  General 
'may,  in  his  discretion'  suspend  deportation.  It  does 
not  restrict  the  considerations  which  may  be  relied 
upon  or  the  procedure  by  w^hich  the  discretion 
should  be  exercised.  Although  such  aliens  have  been 
given  a  right  to  a  discretionary  determination  on  an 
application  for  suspension,  cf.  Accardi  v.  Shaugh- 
nessy,  347  U.S.  260,  a  grant  thereof  is  manifestly 
not  a  matter  of  right  under  any  circumstances,  but 
rather  is  in  all  cases  a  matter  of  grace.  Like  proba- 
tion or  suspension  of  criminal  sentence,  it  "comes 
as  an  act  of  grace,'  Escoe  v.  Zerbst.  295  U.S.  490. 
492,  and  'cannot  be  demanded  as  a  right."  Berman 
v.  United  States,  302  U.S.  211.  213.  And  this  un- 
fettered discretion  of  The  Attorney  General  with  re- 
spect to  suspension  of  deportation  is  analogous  to 
the  Board  of  Parole's  powers  to  release  federal  pri- 
soners on  parole." 

But  appellant  urges  (App.  Br.  20)  that  the  Special 
Inquiry  Officer  erred  *'.  .  .  in  his  overruling  of  the  vari- 
ous objections  made  by  appellant's  counsel  during  the 
course  of  this  questioning  and  further,  that  appellant 
should  not  be  deprived  of  suspension  of  deportation  be- 
cause he  failed  to  answer  questions  which  were  not 
pressed  by  the  government."  A  reading  of  the  record, 
including  the  pages  referred  to  on  page  3  of  the  Special 
Inquiry  Officer's  report  conclusively  shows  app>ellant's 
evasiveness  and  his  refusal  to  answer  questions  within 
the  legitimate  area  of  the  inquiry  and  justified  the  of- 
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ficer's  refusal  to  treat  him  as  deserving  of  discretionary 
relief.  Jimenez  v.  Barber,  9  Cir.  1956,  235  F.2d  922, 
cert.  den.  355  U.S.  903.  Appellant  was  in  this  proceeding 
seeking  relief  from  deportation.  It  was  incumbent  upon 
him  to  make  a  full  and  frank  disclosure  of  all  matters 
bearing  upon  his  loyalty,  good  moral  character  and  the 
desirability  of  granting  him  the  right  to  become  a  law- 
ful, permanent  resident  of  this  nation.  His  activities,  the 
organizations  to  which  he  belonged  or  the  principles 
with  which  he  was  in  sympathy  and  the  individuals 
with  whom  he  maintained  an  association,  were  all  open 
to  inquiry.  Appellant  cannot  now  take  refuge  behind 
a  situation  of  his  own  making.  He  should  not  now  be 
heard  to  complain  that  the  Special  Inquiry  Officer  did 
not  "...  order  the  appellant  to  answer  any  of  the  ques- 
tions which  were  put  to  him,"  or  ".  .  .  because  he  failed 
to  answer  questions  which  were  not  pressed  by  the  gov- 
ernment." 

It  is  conceded  that  the  order  of  the  Board  of  Immi- 
gration Appeals  Denying  Suspension  of  Deportation  is 
judicially  reviewable;  however,  in  the  absence  of  a  clear 
showing  that  the  Attorney  General  abused  the  discretion 
vested  in  him  to  grant  or  deny  suspension  of  deporta- 
tion, the  court  has  no  power  to  interfere  with  the  deter- 
mination. There  has  been  no  showing  in  this  case  that 
the  hearing  was  in  any  respect  unfair  or  that  the  order 
denying  suspension  was  arbitrary,  capricious  or  an  abuse 
of  discretion. 
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APPELLANT'S  PROPOSITION  V 

The  District  Court  did  not  Err  in  Determining  that 
Appellant  was  Subject  to  Deportation  Based  Upon  Sub- 
stantial, Probative  and  Reasonable  Evidence  that  Appel- 
lant was  a  Member  of  the  Communist  Party,  nor  did  the 
Court  Err  in  Determining  that  the  Decision  of  Rowoldt 
V.  Perfetto  was  not  in  Point. 

Appellant  would  have  this  court  again  reevaluate 
the  evidence  adduced  at  the  deportation  hearing  and  to 
redetermine  whether  or  not  the  agency's  findings  were 
based  upon  reasonable,  substantial  and  probative  evi- 
dence. Their  position  is  that  they  are  entitled  to  the  re- 
consideration of  these  issues  by  virtue  of  the  Rowoldt 
decision.  The  government  contends  that  these  issues 
have  been  fully  determined  on  appellant's  first  round 
through  the  courts  in  MacKay  v.  Boyd,  supra,  where 
this  court  said : 

"The  ground  of  MacKay's  appeal  is  that  the  evi- 
dence fails  to  sustain  the  finding  that  he  is  an  alien 
and  so  became  a  member  of  that  part^^  We  find 
abundant  evidence  in  the  testimony  of  MacKay"s 
wife  and  other  witnesses  to  sustain  the  finding."" 

Appellant"s  petition  for  certiorari  to  the  Supreme  Court 
was  denied.  Counsel  however  theorizes  that  by  \irtue  of 
Rowoldt  a  somewhat  different  yardstick  would  apply 
and  that  stronger  evidence  is  now  necessary  to  justify 
a  determination  of  "meaningful  association".  We  do  not 
agree  with  any  such  theory.  In  Schleich  v.  Butter  field, 
6  Cir.  1958.  252  F.2d  191;  cert.  den.  (1958)  358  U.S.  814, 
the  court  said : 
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"Rowoldt  V.  Perfetto  did  not  change  the  law  with 
respect  to  the  proof  necessary  to  show  membership 
in  the  Communist  Party.  Galvan  v.  Press  was  rec- 
ognized as  the  controlHng  authority.  The  different 
ruHng  was  the  result  of  different  factual  situations. 
The  court  closed  its  opinion  in  the  Rowoldt  case  by 
saying,  'The  differences  on  the  facts  between  Galvan 
V.  Press,  supra,  and  this  case  are  too  obvious  to  be 
detailed.'  (p.  194) 

Hs       sH       H« 

"Certainly,  there  is  nothing  in  the  record  to  show 
that  he  did  not  join  the  Party  of  his  own  free  will 
or  that  he  was  mistaken  about  the  nature  and  pur- 
poses of  the  Party  at  the  time  of  joining  and  there- 
after. His  years  of  membership  and  active  participa- 
tion in  organization  work  compel  the  opposite  con- 
clusion. 

**In  our  opinion,  the  foregoing  evidence  was  suf- 
ficient to  establish  the  'meaningful  association'  with 
the  Party,  referred  to  in  the  Rowoldt  case,  and  to 
show  that  Schleich  joined  the  Party,  aware  that  he 
was  joining  an  organization  known  as  the  Com- 
munist Party  which  operated  as  a  distinct  and  ac- 
tive political  organization  and  that  he  did  so  of  his 
own  free  will,  which,  according  to  the  rule  laid  down 
in  Galvan  v.  Press,  supra,  347  U.S.  522,  528,  74 
S.Ct  737,  98  L.Ed.  911,  was  enough  to  constitute 
him  a  'member'  within  the  terms  of  the  Act." 

Schleich' s  Petition  for  a  Writ  of  Certiorari,  which  was 
denied,  embraced  the  follov/ing  question:  "Whether  this 
court  should  reconsider  its  decisions  in  Galvan  v.  Press, 
347  U.S.  522,  and  Marcello  v.  Bonds,  349  U.S.  302." 

It  would  therefore  appear  that  the  Rowoldt  decision 
was  entirely  within  the  framework  of  the  test  to  be  ap- 
plied as  set  forth  by  the  Supreme  Court  in  Galvan  v. 
Press.  Since  there  was  no  different  standard  of  proof  set 
up  in  the  Rowoldt  case  it  is  obvious  that  the  Supreme 
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Court,  in  denying  certiorari  in  MacKay  v.  Boyd,  supra, 
considered  that  MacKay  had  "meaningful  association" 
by  virtue  of  the  length  of  his  membership  in  the  Party, 
its  duration,  its  continuance  during  a  time  of  prosperity, 
his  attendance  at  Communist  Party  schools  and  meet- 
ings, the  purpose  of  which  was  to  teach  members  Rus- 
sian history  and  fundamentals  of  Communism,  Marxism 
and  Leninism  and  that  it  was  reasonable  to  conclude 
that  his  membership  was  with  knowledge  of  the  fact 
that  the  Communist  Party  which  he  had  joined  was  a 
political  organization. 

It  is  significant  to  note  that  after  the  decision  in  the 
Rowoldt  case,  supra,  the  Supreme  Court  denied  cer- 
tiorari in  cases  challenging  the  constitutionality  of  the 
statute  and  asking  for  the  overruling  of  Gal  van.  Schleich 
V.  Butter  field,  supra;  U.  S.  ex  rel  Avramovich  v.  Leh- 
mann  (1957)  355  U.S.  905;  Niukkanen  v.  Boyd,  supra. 

A  recent  case  to  enjoin  an  order  of  deportation  was 
that  of  Wellman  v.  Butterfield,  6  Cir.  1958,  253  F.2d 
932.  There  the  activities  of  the  party  charged  were  al- 
most identical  with  the  activities  of  this  appellant.  The 
court  there  said : 

"In  our  opinion  the  foregoing  evidence  was  suf- 
ficient to  show  a  'meaningful  association'  with  the 
Communist  Party  of  the  kind  referred  to  in  the 
Rowoldt  case,  and  to  establish  that  the  appellant 
joined  the  party,  aware  that  she  was  'joining  an 
organization  known  as  the  Communist  Party  which 
operates  as  a  distinct  and  active  political  organiza- 
tion .  .  .'  Galvan  v.  Press  supra."  (and  citing  fur- 
ther cases) 
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As  stated  above,  each  of  the  contentions  made  under 
this  specification  was  fully  considered  and  rejected  in 
MacKay  v.  Boyd,  supra,  which  was  therefore  final  and 
determinative  of  this  issue.  Rystad  v.  Boyd,  supra,  and 
Cruz-Sanchez  v.  Robinson,  supra. 


CONaUSION 

Judgment  of  the  District  Court  dismissing  the 
Amended  Petition  for  Writ  of  Habeas  Corpus  and  Com- 
plaint for  Injunctive  Relief,  discharging  the  writ  of 
habeas  corpus  and  remanding  the  appellant  to  the  cus- 
tody of  the  District  Director  of  the  Immigration  & 
Naturalization  Service  for  deportation,  should  be,  in  all 
things,  affirmed.  This  appellant  was  found  deportable 
after  a  fair  hearing  and  under  a  constitutional  statute. 
The  issues  urged  by  appellant  in  this  appeal  are  merely 
colorable,  rather  than  genuine,  and  a  further  delay  in  the 
execution  of  this  valid  deportation  Order  should  not  be 
tolerated. 

Respectfully  submitted, 

C.  E.  LUCKEY, 

United  States  Attorney, 
District  of  Oregon, 

Victor  E.  Harr, 

Assistant  U.  S.  Attorney, 

Attorneys  for  Appellee. 
March  1959. 
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substantial,  probative  and  reasonable  evidence  to  sup- 
port the  order  of  deportation  should  not  be  reviewed 
in  the  light  of  the  new  standards  set  by  the  United 
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Appellee  also  contends  that  the  constitutionality  of 
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appeal,  McKay  v.  Boyd,  218  F.2d  666,  cert.  den.  350 
U.S.   840,  reh.  den.  351  U.S.  929. 

Appellant  has  set  forth  in  his  opening  brief  precisely 
why  the  issues  as  stated  therein  are  the  correct  ones 
in  this  case  and  these  points  will  be  elaborated  in  the 
course  of  this  reply  brief. 


REPLY  IN  SUPPORT  OF  APPELLANT'S 
PROPOSITION  NO.  I 

Appellee  brushes  off  the  argument  set  forth  on  pages 
6  through  11  of  the  appellant's  opening  brief  to  the 
effect  that  the  statute  under  which  the  government 
seeks  to  deport  appellant  is  unconstitutional  as  a  bill 
of  attainder.  Appellee  contends  that  the  Supreme  Court 
by  implication  decided  this  issue  to  the  contrary  in 
Gal  van  v.  Press,  347  U.S.  522,  and  Harisiades  v.  Shaugh- 
nessy,  342   U.S.   580. 

It  is  true,  however,  that  in  neither  of  these  cases, 
nor  in  any  subsequent  United  States  Supreme  Court 
case,  was  the  issue  decided  as  to  whether  Title  8, 
U.S.  Code,  Sec.  1251(a)(6)(c),  is  a  bill  of  attainder. 
Judge  Solomon's  memorandum  opinion  to  the  contrary 
notwithstanding,  there  is  nothing  in  the  Court's  decision 
in  the  Galvan  case,  nor  in  Mr.  Justice  Black's  dissenting 
opinion  in  that  case,  that  could  lead  anyone  to  the 
conclusion  that  the  issue  concerning  a  bill  of  attainder 
had  been  passed  upon  by  the  court. 


The  constitutional  issues,  we  believe,  should  be  con- 
sidered because  they  raise  important  questions  which 
affect  the  lives  and  liberties  of  the  American  people. 
It  is  significant  that  appellee  in  no  way  challenges  the 
conclusions  reached  by  appellant  in  his  argument  on 
this  point.  We  are  inclined  to  think  that  this  constitutes 
an  admission  that  the  act  in  question  is  a  bill  of 
attainder  and  is  therefore  unconstitutional. 

REPLY  IN  SUPPORT  OF  APPELLANT'S 
PROPOSITION  NO.  II 

Appellee  appears  to  base  its  argument  that  MacKay 
is  a  Canadian  citizen  upon  two  propositions  of  law: 
(1)  That  MacKay  cannot  "collaterally  attack"  the  void 
citizenship  certificate  of  his  father,  James  MacKay; 
and  (2)  that  the  case  of  Ex  Parte  Griiiin,  237  F.  445, 
held  that  one  who  takes  an  oath  of  allegiance  to  the 
King  of  Great  Britain  expatriates  himself  regardless 
of  the  treaty  between  the  United  States  and  Great 
Britain. 

It  should  be  pointed  out  that  James  MacKay's 
Canadian  citizenship  was  void  from  the  very  start  by 
reason  of  his  sufficient  residence  in  Canada  and  under 
the  circumstances  of  this  case,  where  the  most  serious 
penalty  of  deportation  may  be  inflicted,  appellant  should 
be  permitted  to  prove  his  American  citizenship,  even 
though  it  brings  into  question  his  father's  alleged  Can- 
adian naturalization. 

The  government's  citation  of  Ex  Parte  Griiiin,  supra, 
does  not  support  its  contention  that  the  British-Ameri- 


can  treaty  of  May  13,  1870,  16  Stat.  775,  does  not  bar 
the  condition  of  statelessness  which  the  government 
would  seek  to  impose  upon  James  MacKaj^  by  inference. 
The  District  Judge  in  the  Griffin  case  did  not  discuss 
the  effect  of  this  British -American  treaty.  On  the  con- 
trary, he  imposed  upon  Griffin  the  very  condition  of 
statelessness  which  the  treaty  obviously  seeks  to  elim- 
inate. Although  the  treaty  was  in  force  at  the  time  of 
the  Griffin  decision,  it  was  apparently  not  called  to  the 
attention  of  the  court  and  therefore  the  court  never 
passed  upon  it. 

The  conclusion  is  inevitable  then  that  in  the  light  of 
this  British-American  treaty  appellant's  father  retained 
his  American  citizenship  until  he  was  validly  naturalized 
as  a  Canadian.  This  was  not  accomplished  because  of 
his  insufficient  residence  in  Canada.  Thus,  under  the 
terms  of  the  treaty,  he  remained  an  American  citizen 
and  transmitted  this  citizenship  to  the  appellant,  Hamish 
Scott  MacKay. 

For  this  reason  appellant  contends  he  is  a  citizen  of 
the  United  States  and  is  not  subject  to  deportation. 

REPLY  IN  SUPPORT  OF  APPELLANT'S 
PROPOSITION  NO.  ill 

Appellee  in  its  answering  brief  (pp.  17,  18)  seems 
to  have  missed  entirely  the  point  raised  by  appellant 
in  his  opening  brief,  namely  that  appellant  was  not 
afforded  a  fair  hearing  on  his  application  for  suspension 
of  deportation  because  the  special  inquiry  officer  presid- 


ing  at  this  hearing  was  the  same  person  who  had  served 
as  hearing  officer  in  the  initial  hearings  on  appellant's 
deportability  and  who  had  ordered  appellant  deported. 

Appellee  seeks  to  argue  that  the  presiding  officer  at 
the  suspension  hearing  had  ample  grounds  on  which  to 
deny  suspension  to  appellant.  But  this  is  not  the  point. 
The  point  is  that  the  said  hearing  officer  was  biased  and 
that  the  denial  of  appellant's  right  to  a  hearing  presided 
over  by  a  fair  and  impartial  officer  invalidated  the 
hearing  and   denied   appellant  due   process   of   law. 

REPLY  IN  SUPPORT  OF  APPELLANT'S 
PROPOSITION  NO.  IV 

Appellee  in  effect  accuses  appellant  of  a  misstate- 
ment of  facts  on  pages  18  and  19  of  its  brief.  In  so 
doing,  appellee  apparently  inadvertently  failed  to  read 
the  quotation  from  the  decision  of  the  special  inquiry 
officer  on  page  19  of  appellant's  opening  brief  which 
speaks  for  itself  as  to  what  the  hearing  officer  meant. 

All  quibbles  aside,  there  is  no  debate  that  appellant 
has  established  his  statutory  eligibility  for  the  exercise 
of  the  discretionary  relief  of  suspension  of  deportation. 
The  issue  in  this  case  is  whether  or  not  the  government's 
denial  of  suspension  of  deportation  was  an  abuse  of 
discretion.  We  are  astounded  to  learn  from  appellee's 
answering  brief  that  in  such  a  hearing  as  this  "his 
activities,  the  organizations  to  which  he  belonged  or  the 
principles  with  which  he  was  in  sympathy  and  the 
individuals  with  whom  he  maintained  an  association, 
were  all  open  to  inquiry."  (Br.  21) 


Under  such  a  doctrine  as  urged  by  appellee,  there 
are  apparently  no  constitutional  limits  upon  the  scope 
of  the  inquiry  to  which  an  applicant  for  suspension 
of  deportation  may  be  subjected.  Matters  of  relevancy 
and  materiality  to  the  issue  of  whether  or  not  he  would 
be  a  desirable  resident  in  this  country  may  apparently 
be  ignored  by  the  government. 

Moreover,  the  government  would  have  us  believe  that 
any  question,  any  line  of  inquiry,  or  any  investigation, 
is  perfectly  legitimate  even  if  it  is  not  established  by 
the  government  to  have  a  bearing  upon  the  desirability 
of  the  alien  as  a  resident.  If  the  alien  refuses  for 
good  and  valid  reasons  to  participate  in  what  might 
be  termed  a  "witch  hunt",  under  the  government's 
theory  he  should  automatically  be  denied  suspension 
of  deportation  even  if  the  government  has  failed  to 
establish  or  explain  in  any  way  what  connection 
the  question  has  with  the  issues  to  be  determined  in 
the  hearing  on  the  application  for  suspension  of  deporta- 
tion. 

We  sincerely  hope  that  the  American  concept  of  due 
process  of  law  has  not  shrunk  to  such  an  impotent  and 
insignificant  barrier  to  manifest  unfairness. 


REPLY  IN  SUPPORT  OF  APPELLANT'S 
PROPOSITION  NO.  V 

The  government  contends  in  its  answering  brief  that 
Rowoldt  V.  Perietto,  supra,  did  not  change  in  any  way 
the  test  laid  down  in  Galvan  v.  Press,  supra,  as  to  the 
sufficiency  of  evidence  of  "meaningful  association"  as 
a  basis  for  deportation. 

This  proposition  presented  to  this  Court  by  the 
government  is  apparently,  however,  not  the  same  inter- 
pretation of  the  Rowoldt  case  that  the  government  has 
made  in  connection  with  its  review  of  many  deportation 
cases.  The  government  cannot  deny  that  since  the 
Supreme  Court's  decision  in  the  Rowoldt  case,  the  Board 
of  Immigration  Appeals  has  reviewed  a  number  of 
deportation  cases  to  determine  if  aliens  previously  found 
deportable  were  in  fact  deportable  under  the  standards 
as  redefined  in  Rowoldt.  Surely  the  language  of  the 
Court  in  requiring  that  a  deportation  order  be  sup- 
ported by  "substantial"  proof  that  an  alien  had  a 
"meaningful  association"  not  wholly  void  of  "political 
implications,"  as  well  as  the  facts  of  Rowoldt,  added 
new  elements  to  the  framework  erected  by  Galvan  v. 
Press,  supra. 

In  view  of  the  extremely  weak  case  presented  by 
the  government,  and  the  demonstrated  unreliability  of 
the  government's  witnesses  (Appellant's  Opening  Brief 
pp.  24-27)  we  think  it  is  only  fair  that  this  Court  take 
another  look  at  the  record  to  determine  if,  in  the  light  of 
Rowoldt  V.   Perietto,   supra,   there   is   the   kind   of   evi- 
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dence  required  by  the  statute  to  support  the  order  of 
deportability.  It  should  be  emphasized  again  that  Sec- 
tion 1252(b)(4)  of  Title  8,  U.S.  Code,  requires  that 
"No  decision  of  deportability  shall  be  valid  unless 
it  is  based  upon  reasonable,  substantial,  and  probative 
evidence."  Clearly  the  evidence  must  not  only  be  sub- 
stantial and  probative,  but  also  reasonable.  We  respect- 
fully refer  the  Court  to  the  analysis  of  the  evidence 
made  in  the  opening  brief  with  the  suggestion  that 
it  does  not  measure  up  to  the  requirements  of  the 
statute  as  interpreted  by  Rowoldt. 

CONCLUSION 

Appellant  respectfully  urges  that  the  judgment  be 
reversed  with  instructions  to  grant  the  relief  prayed 
for  in  appellant's  Amended  Petition  for  Writ  of  Habeas 
Corpus  and  Injunctive  Relief  to  Prevent  Agency  Action. 

Respectfully  submitted, 

Nels  Peterson, 
Gerald  H.  Robinson, 
Attorneys  for  Appellant. 
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PETITION  FOR  REHEARING 


Appeal  horn  the  United  States  District  Court 
tor  the  District  of  Oregon. 


TO  THE  HONORABLE  WALTER  L.  POPE,  RICH- 
ARD H.  CHAMBERS,  AND  FREDERICK 
G.  HAMLEY,  JUDGES  OF  THE  UNITED 
STATES  COURT  OF  APPEALS  FOR  THE 
NINTH  CIRCUIT: 

COMES  NOW  Hamish  Scott  McKay  and  respect- 
fully petitions  the  above  Court  for  a  rehearing  en  banc 
of  his  appeal  in  which  an  opinion  affirming  the  judg- 
ment of  the  District  Court  was  filed  June  9,  1959  for 
the  following  reasons  and  upon  the  following  grounds: 


1.  The  Court  erred  in  finding  that  Appellant  is  an 
alien. 

2.  The  Court  erred  in  finding  that  the  instant  case 
does  not  fall  within  the  rule  of  Rowoldt  v.  Perfetto, 
355  U.S.  115. 

3.  The  Court  erred  in  finding  that  Appellant  was 
afforded  a  fair  hearing  on  his  application  for  suspension 
of  deportation. 

4.  The  Court  erred  in  finding  that  the  denial  of  sus- 
pension of  deportation  was  not  arbitrary,  capricious, 
and  an  abuse  of  discretion. 

5.  The  Court  erred  in  finding  that  the  statute  under 
which  the  government  seeks  to  deport  Appellant  is 
constitutional. 

ARGUMENT 

Petitioner  Is  Not  An  Alien  By  Virtue  Of 
His  Father's  American  Citizenship 

The  Court  has  denied  Appellant's  claim  that  he  is  an 
American  citizen  although  it  admits  that  from  the  facts, 
Appellant's  father  could  not  have  resided  in  Canada  for 
the  three  years  required  for  a  valid  Canadian  natural- 
ization. The  Court  refuses  to  permit  Appellant  to  chal- 
lenge the  certificate  of  naturalization  because  this  would 
amout  to  a  collateral  attack  and  "It  would  appear  that 
considerations  of  comity  and  reciprocity  would  thus 
preclude  American  courts  from  entertaining  a  collateral 
attack  upon  a  decree  of  naturalization  entered  by  a 
foreign  court."  (P.  4) 


The  Court's  view  of  the  case  would  preclude  Appel- 
lant from  ever  establishing  his  American  citizenship 
because  the  same  "collateral  attack"  rule  would  un- 
doubtedly be  applied  by  Canadian  courts  should  Appel- 
lant attempt  to  upset  there  the  naturalization  certificate 
of  his  father.  Certainly  the  Canadian  government,  the 
only  direct  party  to  his  father's  naturalization  now  in 
existence,  would  have  no  interest  in  going  into  a  Cana- 
dian court  to  revoke  the  naturalization  of  a  deceased 
person. 

Thus  we  are  faced  with  the  conclusion  that  even 
where  such  an  important  matter  as  deportation  is 
involved,  an  alleged  alien  cannot  prove  his  citizenship 
because  the  Court  applies  the  formal  doctrine  against 
collateral   attack. 

We  could  understand  this  rigid  viewpoint  if  the  facts 
were  in  dispute.  However,  the  record  is  crystal  clear 
that  Appellant's  father  could  not  have  been  a  validly- 
naturalized  Canadian  citizen.  We  urge  the  Court  to  look 
through  the  formalities  of  a  doctrine  to  its  purpose  to 
the  ultimate  end  that  justice  be  served.  The  purpose 
of  the  collateral  attack  doctrine  is  the  necessary  limita* 
tion  upon  undue  continuation  of  litigation  and  it  is  not 
unlike  the  purpose  of  the  doctrine  of  res  judicata.  The 
integrity  of  judgments  of  courts  is  involved.  The  assump- 
tion is  that  justice  is  best  served  where  facts,  once 
settled  by  judicial  decree,  are  not  permitted  to  be  chal- 
lenged again,  especially  when  the  parties  involved  are 
not  identical  with  those  in  the  earlier  litigation. 


But  the  Court's  application  of  this  judicial  rule 
should  not  be  so  mechanical  that  it  overlooks  the  results 
which  are  contrary  to  the  purposes  of  the  doctrine 
itself.  We  suggest  that  this  is  the  situation  here,  where 
there  is  no  dispute  as  to  the  facts  in  the  naturalization 
of  Appellant's  father  and  no  injury  can  be  done  to  him 
by  an  American  court's  ruling  that  the  naturalization 
was  void.  The  real  issue  in  this  case  is  whether  an  un- 
bearable hardship  of  deportation  will  be  imposed  upon 
Appellant,  or  whether  the  facts  which  are  plain  and 
known  to  everyone  will  be  recognized  and  Appellant's 
standing   as   an  American   citizen   reaffirmed. 

Judgments  of  naturalization  have  not  always  been 
wholly  immune  to  collateral  attack  where  the  record  is 
perfectly  clear  that  the  judgment  is  void.  The  case  of 
In  re  Yamashita,  30  Wash.  234,  70  P.  482,  held  that  a 
judgment  of  the  state  court  granting  citizenship  to 
Yamashita  would  not  be  recognized  by  the  Supreme 
Court  of  the  State  of  Washington  where  the  transcript 
in  the  citizenship  hearing  showed  conclusively  that 
Yamashita  was  a  Japanese  and  therefore  not  eligible 
for  citizenship  under  the  naturalization  law  at  that  time. 
Yamashita  had  applied  for  admission  to  the  bar  of  the 
Washington  Supreme  Court  as  an  attorney  and  because 
the  Court  did  not  consider  him  a  citizen  of  the  United 
States,  his  admission  to  the  bar  was  denied. 

We  appreciate  the  Court's  consideration  of  the  im- 
portance of  comity  and  reciprocity  between  American 
and   Canadian  courts.   Yet  comity   and   reciprocity   are 


policies  designed  to  further  justice.  Where  it  is  apparent 
that  injustice  is  being  done,  and  that  a  Court  was  de- 
ceived, either  intentionally  or  accidentally,  and  the 
jurisdictional  requirements  of  Canadian  naturalization 
have  been  ignored,  then  we  believe  that  this  Court 
through  reasons  of  humanity,  justice,  and  fairness  should 
declare  that  the  Canadian  citizenship  of  Appellant's 
father  was  void  and  that  Hamish  Scott  McKay  is  in 
fact  an  American  citizen  by  birth. 

The  Court  stresses  the  technical  distinction  between 
intrinsic  and  extrinsic  fraud,  conceding  that  if  fraud 
were  shown  it  would  be  intrinsic  to  the  decree. 

In  so  doing,  the  Court  misses  the  point  that  the  three 
years  residence  requirement  required  by  Canadian  law 
was  jurisdictional  insofar  as  Canadian  naturalization  is 
concerned.  The  kind  or  degree  of  fraud  or  mistake  in- 
volved in  rendering  the  decree  would,  in  seems  to  us, 
be  immaterial  where  the  issue  is  the  actual  jurisdiction 
of  the  court,  as  distinguished  from  a  situation  where  the 
judgment  was  rendered  fraudulently  and  the  court  had 
such  actual  jurisdiction. 

The  Act  Under  Which  The  Government  Seeks  To  Deport 

The  Appellant  Is  Unconstitutional  As  A 

Bill  of  Attainder 

In  its  opinion,  the  Court  refuses  to  seriously  consider 
the  claim  that  the  act  under  which  the  government  seeks 
to  deport  Appellant  is  a  bill  of  attainder  on  the  ground 
that  Niukkanen  v.  Boyd,   241   F2d  938;   Niukkanen  v. 


McAlexander,  decided  April  6,  1959,  and  Ocon  v.  Del 
Guercio,  237  F2d  177,  all  sustained  the  constitution- 
ality of  the  act. 

A  careful  examination  of  the  records  and  the  opinions 
in  the  cases  cited  by  the  Court  discloses  that  at  no 
point  was  the  question  of  the  act  as  a  bill  of  attainder 
ever  considered  by  this  Court.  Moreover,  the  cases  cited 
in  Ocon  v.  Del  Guercio,  supra,  in  no  way  touch  upon 
the  bill  of  attainder  point.  It  is  true  that  the  Courts  have 
sustained  the  constitutionality  of  the  act  with  respect 
to  other  constitutional  issues.  We  believe,  however,  that 
on  its  merits,  the  question  of  bill  of  attainder  is  a  grave 
and  serious  one  which  this  Circuit  and  the  Supreme 
Court  has  never  determined.  In  the  first  Niukkanen  case, 
this  Court  issued  a  per  curiam  opinion  in  which  it  did 
not  discuss  the  constitutionality  of  the  act.  As  a  matter 
of  fact,  counsel  in  this  case  represented  Niukkanen 
and  were  informed  on  oral  argument  that  the  Court 
would  not  hear  the  arguments  as  to  the  constitutionality 
of  the  act. 

Appellant  has  raised  a  substantial  issue  as  to  the 
constitutionality  of  the  act,  challenging  it  as  a  bill  of 
attainder.  To  date,  the  Court  has  not  answered  the 
question  with  a  full  discussion  on  the  merits.  Surely 
under  these  circumstances  he  is  not  foreclosed  from 
raising  the  question  on  this  appeal  and  the  Court  should 
consider  it  in  extenso  before  ordering  him  deported. 
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There  Is  Insufficient  Evidence  To  Deport  Appellant 
Under  Rowoldt  v.  Perfetto,  355  U.S.  115 

The  Court  has  held,  in  substance,  that  it  will  not 
reconsider  the  credibility  of  witnesses  in  the  light  of 
Appellant's  contention  that  the  doctrine  of  Rowoldt  v. 
Perfetto,  supra,  does  not  sanction  his  deportation. 

The  Court  then  proceeds  to  itemize  his  alleged  activi- 
ties in  connection  with  the  Communist  Party  and  in 
effect  gives  full  weight  to  all  adverse  testimony  and  no 
weight  to  his  denials  and  to  his  other  affirmative  testi- 
mony. 

Rowoldt  V.  Perfetto,  supra,  requires  a  "meaningful 
association"  to  be  proved  by  substantial  evidence  in 
accordance  with  the  statute.  Furthermore  this  evidence 
must  be  probative  and  believable.  Yet  the  Court  at- 
tempts to  apply  the  Rowoldt  doctrine  but  refuses  to 
look  at  the  evidence  critically. 

Under  such  ruling,  we  believe  that  Rowoldt  v.  Per- 
fetto, supra,  is  reduced  to  a  cipher. 

Appellant    Was    Not    Afforded    A    Fair    Hearing    On   His 

Application    For    Suspension    Of    Deportation    Because 

The  Special  Inquiry  Officer  Was  Biased  And  Prejudiced 

The  Court  holds  that  a  hearing  officer  who,  on  a 
record  shot  full  with  conflict  and  contradictory  testi- 
mony, even  among  the  government  witnesses,  describes 
Appellant  as  "evasive"  and  in  effect  as  a  liar,  is  not 
biased  against  said  person  in  a  reopened  hearing  on 
suspension  of  deportation. 


It  will  be  recalled  that  MacKay  denied  that  he  was 
a  member  of  the  Communist  Party  at  the  original  hear- 
ing on  the  question  of  deportation.  The  hearing  officer 
chose  to  believe  the  testimony  of  government  witnesses 
who  said  that  he  was  such  a  member. 

On  the  hearing  for  suspension  of  deportation  Mac- 
Kay,  under  the  Court's  present  ruling,  was  faced  with 
one  of  two  alternatives.  Either  he  could  persist  in  his 
denial  of  Communist  affiliation  and  membership  with  the 
result  that  occurred  in  this  case,  namely  that  he  was 
denied  suspension  of  deportation.  Or  he  could  on  the 
second  hearing  reverse  himself  and  admit  to  Com- 
munist membership  or  affiliation  and  in  such  a  case  he 
would  then  be  subject  to  prosecution  for  perjury  and 
suspension  of  deportation  would  certainly  be  denied  on 
the  grounds  that  he  had  perjured  himself  in  the  prior 
proceedings. 

Thus  the  Court's  ruling  has  the  effect  of  placing  an 
alien  in  the  position  of  Appellant  here,  between  two 
impossible  alternatives.  In  either  case,  the  Appellant 
would  not  receive  administrative  grace.  Only  those  per- 
sons, whether  guilty  of  the  allegation  or  not,  who  come 
forth  from  the  outset  and  admit  that  they  were  members 
or  affiliates  of  the  Communist  Party  would  be  entitled 
to  suspension. 

Surely  this  is  not  the  purpose  of  the  law  which  em- 
powers the  Attorney  General  to  suspend  deportation. 
Such  a  position  is  not  in  accordance  with  fair  play. 
This  is  not  due  process  of  law. 


The  Order  Denying  Appellant  Suspension  Of  Deportation 

Was  Arbitrary,  Capricious,  And  An  Abuse  Of  Discretion 

And  Otherwise  Not  In  Accordance  With  Law 

The  Court  upholds  the  legality  of  the  test  applied 
by  the  hearing  officer  on  suspension  of  deportation  that 
the  Appellant  would  have  to  show  that  he  opposed  the 
principles  of  the  Communist  Party  before  he  is  eligible 
for  suspension  of  deportation. 

The  Court,  however,  fails  to  note  the  facts  mentioned 
in  Appellant's  brief  on  pages  20  through  22  that  the 
basis  on  which  Appellant  was  denied  suspension  was  his 
failure  to  answer  certain  questions  about  the  American 
Committee  for  the  Protection  of  the  Foreign  Born. 

As  we  have  pointed  out,  there  is  no  evidence  in  the 
record  as  to  the  nature  of  this  group,  whether  it  is 
Communist  or  otherwise,  and  whether  it  is  in  any  way 
wrong  for  any  alien  to  have  any  connection  with  this 
group.  Furthermore,  the  questions  put  to  MacKay  were 
never  pressed  by  the  government.  It  could  be  construed 
in  reading  the  record  that  the  government  in  fact  aban- 
doned its  efforts  to  draw  information  concerning  this 
committee  from  MacKay. 

Surely  there  are  limits  to  the  scope  of  inquiry  which 
the  government  may  make  concerning  the  activities  of 
an  alien,  even  on  application  for  suspension  of  deporta- 
tion. As  in  the  case  of  congressional  investigating  com- 
mittees, a  hearing  on  suspension  of  deportation  must  be 
conducted  within  rules  of  relevancy  and  competency 
just  like  any  other  quasi-judicial  proceeding. 
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CONCLUSION 

Appellant  respectfully  suggests  that  a  rehearing  be 
granted,  and  because  of  the  constitutional  issue  raised 
herein,  that  the  rehearing  should  be  en  banc. 

Respectfully  submitted, 


Nels  Peterson, 
Gerald  H.  Robinson, 

Counsel  for  Appellant. 
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The  Tax  Court  of  the  United  States 
Docket  No.  57291 

MORTIMER  A.  KLINE, 

Petitioner, 

vs. 

COMMISSIONER  OF  INTERNAL  REVENUE, 

Respondent. 

DOCKET  ENTRIES 
1955 

Apr.  8 — Petition  received  and  filed.  Taxpayer  noti- 
fied. Fee  paid. 

Apr.  11 — Copy  of  petition  served  on  General  Coun- 
sel. 

May  31 — Answer  filed  by  General  Counsel. 

May  31 — Request  for  hearing  in  Los  Angeles,  Calif., 
filed  by  General  Counsel. 

Jiuie  6 — Notice  issued  placing  proceeding  on  Los 
Angeles  calendar.  Sei'vice  of  Answer  and 
Request  made. 

July  12 — Reply  to  answer  filed  by  petitioner.  Copy 
served  7/13/55. 

1957 

Feb.  20 — Hearing  set  April  15,  1957,  Los  Angeles, 
Calif. 

Apr.  22 — Hearing  had  before  Judge  Raum  on  the 
merits.  Joint  oral  motion  to  consolidate 
for  trial — Granted.  Submitted — Stipula- 
tion of  facts  filed.  Briefs  due  June  7, 
1957;  Reply  Briefs  due  July  8,  1957. 
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1957 
May  10— Transcript  of  Hearing,  4/22/57,  filed. 
June    4 — Brief  filed  by  petitioner — Served  6/10/57. 
June    7 — Brief  filed  by  respondent — Served  6/10/57. 
July    3 — Reply  Brief  filed  by  petitioner — Served 
7/10/57. 

1958 
Mar.  13 — Findings  of  Fact  and  Opinion  filed.  Judge 

Raum,  Decision  for  Respondent. 
Mar.  19 — Decision  entered.  Judge  Raum. 
June    9— Petition  for  Review  by  U.S.C.A.,  9th,  filed 

by  Petitioner. 
June    9 — Proof  of  Service  of  Petition  for  Review 

filed. 
June  10 — Agi^ed  Designation  filed. 
July    7 — Order  extending  time  for  filing  record  on 

review  and  docketing  Petition  for  Review 

to  Sept.  7,  1958,  entered. 


[Title  of  Tax  Court.] 

Docket  No.  57292 

GORDON  OIL  COMPANY, 

Petitioner, 

vs. 

COMMISSIONER  OF  INTERNAL  REVENUE, 

Respondent. 

DOCKET  ENTRIES 
1955 

Apr.    8 — Petition  received  and  filed.  Taxpayer  noti- 
fied. Fee  paid. 


Conmu'.ssioncr  of  hi'fnial  Bcrntiic  5 

1955 

A])r.  11 — Copy  of  jjetitioii  served  on  General  Coun- 
sel. 

May  31 — Answer  filed  by  General  Counsel. 

May  31 — Request  for  liearing  in  Los  Angeles,  Calif., 
filed  by  General  Counsel. 

June  6 — Notice  issued  placing  proceeding  on  Los 
;  Angeles  calendar.  Service  of  Answei-  and 

Request  made. 

1957 

Feb.  20 — Hearing  set  April  15,  1957,  Los  Angeles, 
Calif. 

Apr.  22 — Hearing  bad  before  Judge  Raum  on  the 
merits.  Joint  oral  motion  to  consolidate 
for  trial — Granted.  Submitted.  Stipulation 
of  Facts  filed.  Briefs  due  June  7,  1957; 
Reply  Briefs  due  July  8,  1957. 

May  10 — Transcript  of  Hearing,  4/22/57,  filed. 

June    4 — Brief  filed  by  taxpayer.  Served  6/10/57. 

June    7 — Brief  filed  by  Respondent.  Served  6/10/57. 

July  3 — Reply  Brief  filed  by  petitioner.  Served 
7/10/57. 

1958 

Mar.  13 — Findings  of  Fact  and  Opinion  filed,  Judge 
Raum,  Decision  for  Respondent. 

Mar.  19 — Decision  entered.  Judge  Raum. 

Mar.  26 — Order  vacating  Decision  and  Decision,  en- 
tered. 

June  9— Petition  for  Review  by  U.S.C.A.,  9th,  filed 
by  j)etitioner. 
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1958 
June    9 — Proof  of  Service  of  Petition  for  Review, 

filed. 
June  10 — Agreed  designation  filed. 
July    7 — Order  extending  time  for  filing  record  on 

review  and  docketing  petition  for  review 

to  Sept.  7,  1958,  entered. 


[Title  of  Tax  Coiui:  and  Cause.] 

Docket  No.  57291 

PETITION 

The  above-named  petitioner  hereby  petitions  for 
a  redetermination  of  the  deficiency  set  forth  by  the 
Conmiissioner  of  Internal  Revenue  in  his  notice  of 
deficienc}^  (Bureau  sjmibols  A  :R  :90D  :LPII)  dated 
January  18,  1955,  and  as  a  basis  for  his  proceeding 
alleges  as  follows: 

1.  The  petitioner  is  an  individual  with  offices  at 
812  General  Petroleum  Building,  612  South  Flower 
Street,  Los  Angeles  17,  California.  The  return  for 
the  period  here  involved  was  filed  with  the  Col- 
lector of  Internal  Revenue  for  the  Sixth  District 
of  California. 

2.  The  notice  of  deficiency  (a  copy  of  which  is 
attached  and  marked  Exhibit  A)  was  mailed  to  the 
]x4itioner  on  January  18,  1955. 

3.  The  deficiency  as  determined  by  the  respond- 
ent is  liabilitv  as  transferee  of  assets  of  Gordon  Oil 
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Company,  and  arises  because  of  income  and  excess 
profits  taxes  for  the  taxable  year  ended  August  31, 
1951,  determined  against  Gordon  Oil  Company  by 
the  respondent.  The  amount  in  controversy  is  $46,- 
256.88. 

4.  The  determination  of  transferee  liability  and 
taxes  set  forth  in  the  said  notice  of  deficiency  is 
based  upon  the  following  errors : 

(a)  The  respondent  has  erroneously  and  im- 
properly increased  Gordon  Oil  Company's  taxable 
income  $82,518.70  by  disallowing  that  sum  as  a  loss 
from  the  sale  of  depreciable  equipment. 

5.  The  facts  upon  which  petitioner  relies  as  the 
basis  for  this  proceeding  are  as  follows: 

(a)  Gordon  Oil  Company  was  incorporated 
under  the  laws  of  California  on  January  20,  1949. 

(b)  Thereafter  Gordon  Oil  Company  acquired 
two  (2)  undeveloped  oil  and  gas  leases,  GoA^ernment 
Serials  LA05375  and  071300  in  Section  31  of  the 
Placerita  Field,  Los  Angeles  County,  California. 
Gordon  Oil  Company  developed  the  leases  during 
1949  and  1950,  and  in  April,  1951,  approximately 
twenty-nine  (29)  producing  wells  had  beeu  drilled 
in  the  two  leases. 

(c)  Pursuant  to  agreement  dated  May  7,  1951, 
effective  as  of  May  1,  1951,  Gordon  Oil  Company 
sold  its  operating  equipment,  consisting  of  deprecia- 
ble assets,  for  a  total  consideration  of  $250,000.00. 
The  adjusted  basis  of  said  assets  was  $332,518.70. 
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In  the  filial  income  tax  return  of  Gordon  Oil  Com- 
pany filed  for  the  taxable  year  ended  August  31, 
1951,  a  loss  in  the  amount  of  $82,518.70  was  claimed. 

(d)  111  the  agreement  of  May  7,  1951,  referred 
to  in  paragraph  (c)  above,  Gordon  Oil  Company 
assigned  its  leaseholds,  reserving  a  payment  out  of 
the  oil  to  be  produced  of  85%  of  the  working  in- 
terest to  the  vahie  of  $3,600,000.00,  plus  5%  on  the 
unliquidated  balances  and  all  taxes  assessed  against 
the  reserved  share  of  oil. 

(e)  On  August  31,  1951,  Gordon  Oil  Company 
ceased  business  and  was  dissolved. 

Wherefore,  the  petitioner  prays  that  this  Court 
ma.y  hear  the  proceeding  and  determine  that  there 
is  no  deficiency  due  from  Gordon  Oil  Company  for 
the  year  1951  and  no  transferee  liability  due  from 
petitioner;  and  for  any  other  and  further  relief  as 
in  the  opinion  of  the  Court  petitioner  is  entitled  to 
mider  the  law, 

/s/  MORTIMER  A.  KLINE, 

/s/  SIDNEY  R.  REED, 

/s/  J.  W.  BULLION, 

Counsel  for  Petitioner. 

Duly  verified. 

Received  and  filed  April  8,  1955,  T.C.U.S. 

Served  April  11,  1955. 
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[Title  of  Tax  Court  and  Cause.] 

Docket  No.  57292 

PETITION 

The  above-named  petitioner  hereby  petitions  for 
a  redetermination  of  the  deficiency  set  forth  by  the 
Commissioner  of  Internal  Revenue  in  his  notice  of 
deficiency  (Bureau  symbols  A:R:90D:LHP)  dated 
January  18,  1955,  and  as  a  basis  for  its  proceeding 
alleges  as  follows: 

1.  Petitioner  was  a  corporation  organized  under 
and  by  virtue  of  the  laAvs  of  the  State  of  California, 
with  principal  office  at  812  General  Petroleum 
Building,  612  South  Flower  Street,  Los  Angeles  17, 
California.  The  return  for  the  period  here  involved 
was  filed  wdth  the  Collector  of  Internal  Revenue 
for  the  Sixth  District  of  California.  This  proceed- 
ing is  brought  on  behalf  of  said  corporation  by  its 
directors,  pursuant  to  authority  conferred  upon 
them  by  law,  as  hereinafter  alleged. 

2.  The  notice  of  deficiency  (a  copy  of  which  is 
attached  hereto  and  marked  Exhibit  A)  was  mailed 
to  petitioner  on  January  18,  1955. 

3.  The  deficiency  in  controversy  is  income  and 
excess  profits  taxes  for  the  period  January  1,  1951, 
to  August  31,  1951.  The  amount  in  controversy  is 

$46,256.88. 

4.  The  determination  of  the  tax  set  forth  in  the 
said  notice  of  deficiency  is  based  upon  the  following 
error : 
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(a)  The  Commissioner  has  erroneously  and  im- 
properly increased  petitioner's  taxable  income  $82,- 
518.70  by  disallowing  that  sum  as  a  loss  from  the 
sale  of  depreciable  equipment. 

5.  The  facts  upon  which  petitioner  relies  as  the 
basis  for  this  proceeding  are  as  follows : 

(a)  Petitioner  was  incorporated  under  the  laws 
of  California  on  January  20,  1949. 

(b)  Thereafter  petitioner  acquired  two  unde- 
veloped oil  and  gas  leases.  Government  Serials 
LA05375  and  071300,  in  Section  31  of  the  Placerita 
Field,  Los  Angeles  County,  California.  Petitioner 
developed  the  leases  during  1949  and  1950,  and  in 
April,  1951,  approximately  twenty-nine  producing 
wells  had  been  drilled  in  the  two  leases. 

(c)  Pursuant  to  agxeement  dated  May  7,  1951, 
effective  as  of  May  1,  1951,  petitioner  sold  its 
operating  equipment,  consisting  of  depreciable  as- 
sets, for  a  total  consideration  of  $250,000.00.  The 
adjusted  basis  of  said  assets  was  $332,518.70.  In  the 
final  income  tax  return  of  petitioner  filed  for  the 
taxable  year  ended  August  31,  1951,  a  loss  in  the 
amount  of  $82,518.70  was  claimed. 

(d)  In  the  agreement  of  May  7,  1951,  referred 
to  in  paragraph  (e)  above,  petitioner  also  assigned 
its  leaseholds,  reserving  a  payment  out  of  the  oil  to 
be  produced  of  85  7o  of  the  working  interest  to  the 
value  of  $3,600,000.00,  plus  5%  on  the  unliquidated 
balances  and  all  taxes  assessed  against  the  reserved 
share  of  oil. 


Commissioner  of  Internal  Revenue  U 

(e)  On  August  31,  1951,  petitioner  ceased  busi- 
ness and  was  dissolved. 

(f)  The  laws  of  California  authorize  the  con- 
tinued existence  of  a  dissolved  corporation  for  the 
purpose  of  winding  up  its  affairs.  The  directors  of 
a  dissolved  corporation  are  empowered  to  act  on 
behalf  of  a  dissolved  corporation.  California  Cor- 
poration Code,  Sections  5400,  4800,  and  4801. 

(g)  The  directors  of  Gordon  Oil  Company,  the 
petitioner  herein,  were  at  the  time  of  said  dissolu- 
tion and  are  now  Mortimer  A.  Kline,  Frank  J. 
Gillis,  and  Charles  C.  Stanley,  Jr. 

Wherefore,  the  petitioner  prays  that  this  Court 
may  hear  the  proceeding  and  determine  that  there 
is  no  deficiency  due  from  the  petitioner  for  the 
taxable  year  ended  August  31,  1951,  and  for  any 
other  and  further  relief  as  in  the  opinion  of  the 
Court  the  petitioner  is  entitled  to  under  the  law. 

[Seal]  CORDON  OIL  COMPANY, 

By  /s/  MORTIMER  A.  KLINE, 

/s/  FRANK  J.  GILLIS, 

/s/  CHARLES  C.  STANLEY,  JR., 
Directors. 

/s/  SIDNEY  R.  REED, 

/s/  J.  W.  BULLION, 

Counsel  for  Petitioner. 
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EXHIBIT  A 

U.  S.  Treasury  Department 

Internal  Revenue  Service 

District  Director 

Chief,  Audit  Division 

P.O.  Box  231— Main  Office 

Los  Angeles  53,  California 

In  replying  refer  to: 
A:R:90D:LHP 
Mi-8111,  Ext.  381. 

Cordon  Oil  Comj^any, 
812  General  Petroleum  Building, 
612  South  Flower  Street, 
Los  Angeles  17,  California. 

Gentlemen : 

You  are  advised  that  the  determination  of  your 
income  and  excess  profits  tax  liability  for  the  tax- 
able year(s)  January  1,  1951,  to  August  31,  1951, 
discloses  a  deficiency  or  deficiencies  of  $46,256.88  as 
shown  in  the  statement  attached. 

In  accordance  with  the  provisions  of  existing  in- 
ternal revenue  laws,  notice  is  hereby  given  of  the 
deficiency  or  deficiencies  mentioned. 

Within  90  days  from  the  date  of  the  mailing  of 
this  letter  you  may  file  a  petition  with  The  Tax 
Coui't  of  the  United  States,  at  its  principal  ad- 
dress, Washington  4,  D.  C,  for  a  redetermination 
of  the  deficiency.  In  counting  the  90  days  you  may 
not  exclude  anv  day  unless  the  90th  dav  is  a  Sat- 
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urday,  Sunday,  or  legal  holiday  in  the  District  of 
Columbia  in  which  event  that  day  is  not  counted  as 
the  90th  day.  Otherwise  Saturdays,  Sundays,  and 
legal  holidays  are  to  be  counted  in  computing  the 
90-day  period. 

Should  you  not  desire  to  file  a  petition,  you  are 
requested  to  execute  the  enclosed  form  and  forward 
it  to  the  District  Director  of  Internal  Revenue, 
Chief,  Audit  Division,  P.O.  Box  231,  Main  Office, 
Los  Angeles  53,  California.  The  signing  and  filing 
of  this  form  will  expedite  the  closing  of  your  re- 
turn(s)  by  permitting  an  early  assessment  of  the 
deficiency  or  deficiencies,  and  will  prevent  the  ac- 
cumulation of  interest,  since  the  interest  period  ter- 
minates 30  days  after  receipt  of  the  form,  or  on  the 
date  of  assessment,  or  on  the  date  of  payment, 
whichever  is  the  earlier. 

Very  truly  yours, 

T.  COLEMAN  ANDREWS, 

Commissioner ; 

By  /s/  R.  A.  RIDDELL, 

District  Director  of  Internal 
Revenue. 
Enclosures : 
Statement 
Form  1276 
Agreement  Form 
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Statement 
A:R:90D:LHP 

Gordon  Oil  Company 
812  General  Petroleum  Building 
612  South  Flower  Street 
Los  Angeles  17,  California 

Tax  Liability  for  the  Taxable  Year  January  1,  1951, 
to  August  31,  1951 

Liability  Assessed  Deficiency 

Income  and  excess 
profits  tax  $66,638.15     $20,381.27     $46,256.88 

In  making  this  determination  of  your  income  and  excess 
profits  tax  liability  careful  consideration  has  been  given  to  the 
report  of  examination  dated  October  4,  1954. 

Adjustment  to  Net  Income 

Income  Tax        Excess  Profits 
Net  Income  Net  Income 

Net  income  as  disclosed  by  return $  41,540.53     $  41,540.53 

Unallowable  deduction : 

(a)  Loss  from  sale  and  conveyance.—     82,518.70        82,518.70 


Net  income  adjusted $124,059.23     $124,059.23 

Explanation  of  Adjustment 

(a)  It  is  held  that  the  deduction  of  $82,518.70  claimed  in  the 
return  for  "Net  loss  from  sale  and  conveyance''  does  not  con- 
stitute an  allowable  deduction  in  computing  taxable  income 
under  section  23  of  the  Internal  Revenue  Code  of  1939.  The 
deduction  is  accordingly  disallowed. 

Computation  of  Excess  Profits  Credit 

There  lias  been  determined  an  excess  profits  credit  of  $41,- 
218.71,  computed  under  section  445  of  the  Internal  Revenue 
Code  of  1939,  in  lieu  of  $46,398.10,  the  amount  claimed  in  the 
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return.  The  excess  profits  credit  of  $41,218.71  is  computed  as 
follows : 

Total  assets  at  end  of  last  taxable  year  ending  prior 
to  7-1-50,  per  return  $556,130.14 

Less: 

(a)  Net  capital  reduction  for  current  taxable  year    28,496.87 


Balance    $527,633.27 

Industrj^  classification — 13. 
Base  period  rate  of  return 9.3% 

Average  base  period  net  income  (9.3%  of 
$527,633.27)    $  49,069.89 

Portion  to  be  taken  into  account : 

84%  of  $49,069.89  $  41,218.71 

Excess  profits  credit  based  on  income, 
as  determined $  41,218.71 

Explanation 

(a)  There  is  determined  a  net  capital  reduction  for  the  cur- 
rent taxable  year  in  the  amount  of  $28,496.87,  computed  as 

follows : 

1.  Equity  capital  at  beginning  of  first 
taxable  year  ending  after  6-30-50, 

per  return  $364,969.63 

2.  Equity  capital  at  beginning  of  tax- 
able year: 

Total  assets,  per  return $649,180.58 

Adjustment   under   Sec.    437(c), 

I.R.C.  of  1939: 
Depletion 

allowed  1949  $  77,049.42 

Depletion 

allowed  1950  236,657.96 


Total  $313,707.38 
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Limited  to  cost 

of  leases  256,250.00 

Less:  Reserve  for 

depreciation,  per 

balance  sheet  50,208.22      206,041.78 


Total  assets  under  Sec. 

437(c)   $443,138.80 

Total  liabilities, 

per  return  173,326.28       269,812.52 


Excess  of  line  2  over  line  1 None 

Average  daily  capital  addition None 

Average  daily  amount  of  distributions  during-  the 
taxable  year  not  out  of  earnings  and  profits,  per 
return $142,316.87 

Excess  of  line  1  over  line  2 95,157.11 


Average  daily  capital  reduction $237,473.98 

Net  capital  reduction  for  current  taxable  year  (12% 
of  $237,473.98)    $  28,496.87 

Computation  of  Tax 
Tentative  tax  under  Sec.  108(g)  (1),  IRC  of  1939: 

Net  income  adjusted  $124,059.23 

Income  tax    (combined  normal  tax 
and  surtax) : 

47%   of  $124,059.23 $  58,307.84 

Subtract    5,500.00 


Tentative  tax  under  See.  108(g)(1)  $  52,807.84 

Tentative  tax  imder  Sec.  108(g)  (2),  IRC  of  1939 : 
Net  income  adjusted  $124,059.23 

Income  tax  (combined  normal  tax 
and  surtax)  : 

52%   of  $124,059.23 $  64,510.80 

Subtract    5.500.00 


Tentative  tax  under  Sec.  108(g)(2)  $  59,010.80 
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Tax  under  Sec.  108(g),  IRC  of  1939: 

1.  Tentative  tax  under  Sec.  108(g)(1) $  52,807.84 

2.  Tentative  tax  under  Sec.  108(g)  (2) 59,010.80 

3.  Number  of  days  in  taxable  year 243 

4.  Number  of  days  before  April  1,  1950 90 

5.  Number  of  days  after  March  31,  1951 153 

6.  Portion  of  item  1  which  item  4  bears  to  item  3 

($52,807.84x90/243)    $  19,558.46 

7.  Portion  of  item  2  which  item  5  bears  to  item  3 

($59,010.80x153/243)    37,154.95 

Total  income  tax  under  Sec.  108(g) $  56,713.41 

Tax  under  Sec.  430,  I.R.C.  of  1939 : 

Excess  profits  net  income $124,059.23 

Excess     profits     net     income     on     annual     basis 

($124,059.23x365/243)    $186,344.11 

Less:  Excess  profits  credit 41,218.71 

Adjusted  excess  profits  net  income $145,125.40 

Excess  profits  tax : 

(a)  30%  of  $145,125.40  (Sec.  430(a)  (1),  I.R.C. 

of  1939)  $  43,537.62 

(b)  8%  of  $186,344.11  (Sec.  430(e)  (B),  I.R.C. 

of  1939)   $  14,907.53 

Excess  profits  tax  (lesser  of  items  (a)  and  (b)) $  14,907.53 

Excess  profits  tax  for  short  taxable  year  under  Sec. 
433  ($14,907.53x243/365)  $  9,924.74 

Summary 

Income  tax  $  56,713.41 

Excess  profits  tax 9,924.74 

Correct  income  and  excess  profits  tax  liability $  66,638.15 

Income  and  excess  profits  tax  assessed. 

Original,  Account  No.  CF  3-10019 20,381.27 

Deficiency  of  income  and  excess  profits  tax $  46,256.88 

Duly  verified. 

Received  and  Filed  April  8,  1955,  T.C.U.S. 

Served  April  11,  1955. 
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[Title  of  Tax  Court  and  Cause.] 

Docket  No.  57291 

ANSWER 

The  Commissioner  of  Internal  Revenue,  by  his 
attorney,  John  Potts  Barnes,  Chief  Counsel,  In- 
ternal Revenue  Service,  for  answer  to  the  petition 
of  the  above-named  taxpayer,  admits,  denies  and 
alleges  as  follows  : 

1  and  2.  Admits  the  allegations  contained  in 
paragraphs  1  and  2  of  the  petition. 

3.  Admits  that  the  deficiency  as  determined  by 
the  respondent  is  liability  as  transferee  of  assets 
of  Grordon  Oil  Company,  and  arises  because  of  in- 
come and  excess  profits  taxes  determined  against 
Gordon  Oil  Company  by  the  respondent.  The  amount 
in  controversy  is  $46,256.88.  Avers  that  the  liability 
as  transferee  of  assets  of  Gordon  Oil  Company 
arises  because  of  income  and  excess  profits  tax  lia- 
bility for  the  taxable  year  January  1,  1951,  to  Au- 
gust 31,  1951,  determined  against  Gordon  Oil  Com- 
pany by  the  respondent.  Denies  the  remaining  alle- 
gations contained  in  paragraph  3  of  the  petition. 

4(a).  Denies  the  allegations  of  error  contained 
in  subparagraph  (a)  of  paragraph  4  of  the  petition. 

5(a)  and  (b).  Admits  the  allegations  contained 
in  subparagraphs  (a)  and  (b)  of  paragraph  5  of  the 
petition. 
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(c).  Admits  that  in  the  final  income  tax  return 
of  Gordon  Oil  Company  filed  for  the  taxable  year 
ended  August  31,  1951,  a  loss  in  the  amount  of  $82,- 
518.70  was  claimed.  Denies  the  remaining  allega- 
tions contained  in  subparagraph  (c)  of  paragraph 
5  of  the  petition. 

(d).  Denies  the  allegations  contained  in  sub- 
paragraph (d)  of  paragraph  5  of  the  petition. 

(e).  Admits  the  allegations  contained  in  sub- 
paragraph (e)  of  paragTaph  5  of  the  petition. 

6.  Denies  generally  each  and  ever}^  allegation 
contained  in  the  petition  not  hereinbefore  specifi- 
cally admitted  or  denied. 

7.  Further  answering  the  petition  respondent 
alleges  that  petitioner,  Mortimer  A.  Kline,  is  liable 
under  the  provisions  of  Section  311  of  the  Internal 
Revenue  Code  of  1939  as  transferee  of  assets  of 
Gordon  Oil  Company,  Los  Angeles,  California, 
transferor,  for  the  latter 's  unpaid  income  and  ex- 
cess profits  tax  liability  aggregating  $46,256.88  for 
the  taxable  year  January  1,  1951,  to  August  31, 
1951,  plus  statutory  interest,  as  determined  by  the 
Commissioner  of  Internal  Revenue.  In  support  of 
the  Commissioner's  determination  of  transferee  lia- 
bility respondent  alleges  and  relies  upon  the  fol- 
lowing facts: 

(a).  The  Commissioner  has  determined  income 
and  excess  profits  tax  deficiencies  of  $46,256.88  for 
the  taxable  year  January  1, 1951,  to  August  31, 1951, 
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against  Gordon  Oil  Company.  The  said  liability  for 
income  and  excess  profits  taxes  remains  outstanding 
and  has  never  been  paid  to  the  Director  of  Internal 
Revenue. 

(b).  That  on  or  about  August  31,  1951,  the  said 
Gordon  Oil  Company  transferred  assets  having  a 
value  in  excess  of  the  aforesaid  income  and  excess 
profits  tax  liability  of  $46,256.88,  plus  statutory  in- 
terest thereon,  to  Mortimer  A.  Kline,  petitioner 
herein,  without  consideration. 

(c).  As  a  result  of  the  transfer  of  such  assets  by 
Gordon  Oil  Company,  transferor,  to  Mortimer  A. 
Kline,  petitioner  herein,  the  said  Gordon  Oil  Com- 
pany became  insolvent  and  without  sufficient  assets 
and  funds  from  which  the  said  income  and  excess 
profits  tax  deficiencies  determined  by  the  Commis- 
sioner of  Internal  Revenue,  plus  statutory  interest 
thereon,  might  be  satisfied  and  paid. 

(d).  Petitioner,  Mortimer  A.  Kline,  is  liable  as 
the  transferee  of  assets  of  Gordon  Oil  Company, 
transferor,  under  Section  311  of  the  Internal  Rev- 
enue Code  of  1939,  for  the  payment  of  said  income 
and  excess  profits  tax  deficiencies  totaling  $46,256.88, 
plus  interest  thereon  as  provided  by  law. 

Wherefore,  it  is  prayed: 

(1).  That  the  Tax  Court  enter  its  decision  that 
the  petitioner  is  liable  at  law  and  in  equity  as 
transferee  of  Gordon  Oil  Company,  transferor,  for 
the  payment  of  the  income  and  excess  profits  tax 
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deficiencies  aggregating  $46,256.88,   plus  statutory 
interest  thereon. 

(2).     That  the  petitioner's  appeal  be  denied  and 
that  the  respondent's  determination  be  approved. 

/s/  JOHN  POTTS  BARNES,  R.E.M. 
Chief  Counsel,  Internal 
Revenue  Service. 

Filed  May  31,  1955,  T.C.U.S. 


[Title  of  Tax  Court  and  Cause.] 

Docket  No.  57292 

ANSAVER 

The  Commissioner  of  Internal  Revenue,  by  his 
attorney,  John  Potts  Barnes,  Chief  Counsel,  In- 
ternal Revenue  Service,  for  answer  to  the  petition 
of  the  above-named  taxj^ayer,  admits  and  denies  as 
follows : 

1,  2,  and  3.  Admits  the  allegations  contained  in 
paragraphs  1,  2,  and  3  of  the  petition. 

4(a).  Denies  the  allegations  of  error  contained 
in  subparagraph  (a)  of  paragraph  4  of  the  lieii- 
tion. 

5(a)  and  (b).  Admits  the  allegations  contained 
in  subparagraphs  (a)  and  (b)  of  paragTaph  5  of 
the  petition. 
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(c).  Admits  that  in  the  final  income  tax  return 
of  petitioner  filed  for  the  taxable  year  ended  August 
31,  1951,  a  loss  in  the  amount  of  $82,518.70  was 
claimed.  Denies  the  remaining  allegations  contained 
in  subparagraph  (c)  of  paragraph  5  of  the  peti- 
tion. 

(d) .  Denies  the  allegations  contained  in  subpara- 
graph (d)  of  paragraph  5  of  the  petition. 

(e)  and  (f).  Admits  the  allegations  contained  in 
subparagraphs  (e)  and  (f)  of  paragraph  5  of  the 
petition. 

(g).  Admits  that  the  directors  of  Gordon  Oil 
Company,  the  jjetitioner  herein,  were  at  the  time 
of  said  dissolution  and  are  now  Mortimer  A.  Kline 
and  Frank  J.  Gillis ;  denies  for  lack  of  sufficient  in- 
formation the  remaining  allegations  in  subpara- 
graph (g)  of  paragraph  5  of  the  petition. 

6.  Denies  general^  each  and  every  allegation 
contained  in  the  petition  not  hereinbefore  specifi- 
cally admitted  or  denied. 

Wherefore,  it  is  prayed  that  the  determination  of 
the  Commissioner  be  approved. 

/s/  JOHN  POTTS  BARNES,  R.E.M. 
Chief  Counsel,  Internal 
Revenue  Service. 

Filed  May  31,  1955,  T.C.U.S. 
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[Title  of  Tax  Court  and  Cause.] 

Docket  No.  57291 

REPLY 

Now  comes  the  above-named  petitioner  by  his 
counsel,  Sidney  R.  Reed  and  J.  W.  Bullion,  and  for 
reply  to  the  affirmative  allegations  set  out  in  the 
answer  of  the  respondent,  admits  and  denies  as 
follows : 

7.  Denies  that  petitioner  is  liable  undei-  the  pro- 
\dsionR  of  Section  311  of  the  Internal  Revenue  Code 
of  1939  as  transferee  of  assets  of  Gordon  Oil  Com- 
pany, Los  Angeles,  California,  transferor,  for  the 
latter 's  unpaid  income  and  excess  profits  tax  lia- 
bility aggregating  $46,256.88  for  the  taxable  year 
January  1,  1951,  to  August  31,  1951,  plus  statutory 
interest,  as  determined  by  respondent  because  there 
is  no  tax  liability  for  said  year  due  to  respondent 
from  said  transferor. 

7(a).  Admits  the  allegations  contained  in  para- 
graph 7(a)  of  the  answer. 

7(b).  Admits  the  allegations  contained  in  para- 
graph 7(b)  of  the  answer. 

7(c).  Admits  the  allegations  contained  in  para- 
graph 7(c)  of  the  answer. 

7(d).  Denies  the  allegations  contained  in  para- 
graph 7(d)  of  the  answer  because  respondent  erred 
in    determining    a    deficiency    in    the    amount    of 
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$46,256.88  against  the  transferor,  Gordon  Oil  Com- 
pany, to  the  petitioner. 

Wherefore,  it  is  prayed  that  this  Court  hear  the 
above-entitled  proceeding  and  determine  that  there 
is  no  deficiency  due  from  the  petitioner  for  the  tax- 
able year  January  1,  1951,  to  August  31,  1951. 

/s/  SIDNEY  R.  REED, 

/s/  J.  W.  BULLION, 

Counsel  for  Petitioner. 

Received  and  Kilcrl  .inly  12,  1955,  T.(J.U.S. 


[Title  of  Tax  Coui-t  and  Cause.] 

Docket  Nos.  57291  and  57292 

STIPULATION  OP  PACTS 

It  is  hereby  stipulated  (without  limiting  either 
party  in  the  })7'esentation  of  any  other  items  of 
proof,  either  related  or  nnreiatcid  to  the  matter 
herein  referred  to)  as  follows : 

1 .  Mortimer  A.  Kline,  hereinafter  called ' ' Kline, ' ' 
is  an  individual  residing  in  Los  Angeles,  California. 
Ii(.^  liled  his  incomes  tax  return  for  th(^  taxable  yeaj- 
ended  December  31,  1951,  with  the  Collector  of  In- 
ternal Revenue  at  Los  Angeles,  Califoi-nia.  Attached 
hereto  and  marked  Joint  Exhibit  1-A  is  a  true  copy 
of  such  return. 
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2.  Gordon  Oil  Company,  hereinafter  called 
'' Gordon'',  was  incorporated  under  the  laws  of  the 
State  of  California  on  January  20,  1949.  It  was  in- 
corporated for  the  purpose  of  acquiring,  exploring, 
developing  and  producing  oil  and  gas  properties  and 
throughout  the  period  of  its  existence  conducted  that 
business. 

3.  Gordon  filed  its  income  and  excess  profits  tax 
returns  for  the  taxable  period  January  1,  1951,  to 
August  31, 1951,  with  the  Collector  of  Int(!rnal  Reve- 
nue at  Los  Angeles,  California.  Attached  hereto  and 
marked  Joint  Exhibit  2-B  is  a  true  copy  of  the  in- 
come tax  return  filed  i'or  such  period. 

4.  Afte?'  its  organization,  Gordon  acquircicl  two 
(2)  undeveloped  oil  and  gas  leases  on  March  22, 
1949,  the  same  being  Government  Serials  L.  A. 
05375  and  073100  in  Section  31  in  Placerita  Field, 
L(^s  Angeles  County,  California.  Gordon  dr-illed  and 
equipped  on  said  leases  twenty-nine  (29)  f)roducing 
wells. 

5.  During  the  period  from  March  to  May,  1951, 
Kline  purchased  all  of  the  outstanding  stock  of  Gor- 
don for  a.  total  consideration  of  $3,962,432.54. 

6.  After  Kline  had  acquired  control  of  Gordon, 
Gordon,  as  a  7)rincipal,  by  proper  and  appropriate 
corporate^  action  executed  an  assignment  to  A.  H. 
Meadows,  hereinafter  called  ''Meadows",  and  Tevis 
F.  Morrow,  hereinafter  called  "Morrow".  A  copy  of 
the  assignment  from  Gordon  to  Mc^^dows  and  Mor- 
row is  annexed  hereto  as  Joint  Exhibit  3-C  and  made 
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a  part  hereof  for  all  purposes.  The  amount  of 
$250,000  in  cash  was  received  by  Gordon  upon  execu- 
tion of  the  assignment. 

7.  At  the  time  of  the  assignment  to  Meadows 
and  Morrow,  Gordon  had  on  hand  tangible  assets, 
either  in  or  on  or  pertaining  to  the  above-mentioned 
leases,  with  a  then  adjusted  basis,  for  depreciation 
or  for  gain  or  loss,  of  $332,518.70 

8.  The  above-mentioned  tangible  assets,  their 
respective  costs  to  Gordon  and  adjustments  due  to 
depreciation  were  as  follows  as  of  the  date  of  their 
assignment  to  Meadows  and  Morrow: 


Physical  equipment  in  wells 

$159,748.52 

Buildings 

8,147.12 

Machinery  and  equipment 

5,414.27 

Pipelines 

18,909.76 

Pumping  equipment 

94,745.87 

Eeservoirs  and  tanks 

25,725.35 

Autos  and  trucks 

7,200.05 

Total 

$319,890.94 

Less  reserve  for  depreciation 

37,429.80 

Adjusted  basis  of  fixed  assets 

$282,461.14 

Crude  Oil  Inventories — 

book  amount 

13,215.15 

Materials  and  supplies  at 

book  amount 

34,204.04 

Electrical  service  deposits 

2,638.37 

Total  Adjusted  Basis 

of  Properties  Sold 

$332,518.70 
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9.  At  the  time  of  the  assignment  to  Meadows  and 
Morrow,  Gordon  had  fully  depleted  its  leasehold  cost 
as  to  both  of  the  leases  hereinabove  mentioned  in 
paragraph  4. 

10.  Following  the  assignment  to  Meadows  and 
Morrow,  Gordon  was  dissolved  and  all  of  its  assets 
and  property  on  hand,  including  the  reserved  pro- 
duction payment,  were  distributed  in  complete  liqui- 
dation of  the  company  to  Kline  in  cancellation  and 
redemption  of  all  of  the  outstanding  stock  of  the 
compan.y. 

11.  Kline  was  the  transferee  of  the  assets  of 
Gordon  upon  its  complete  liquidation  in  August, 
1951. 

/s/  SIDNEY  R.  REED, 

/s/  J.  W.  BULLION, 

Counsel  for  Petitioners. 

/s/  NELSON  P.  ROSE,  R.E.M. 
Chief  Counsel,  Internal  Revenue  Service,  Coimsel 
for  Respondent. 

Filed  April  22,  1957.  T.C.U.S. 
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The  Tax  Court  of  the  United  States 
Docket  Nos.  57291  and  57292 

MORTIMER  KLINE-GORDON  OIL  COMPANY, 

Petitioners, 
vs. 

COMMISSIONER  OF  INTERNAL  REVENUE, 

Respondent. 

TRANSCRIPT  OF  PROCEEDINGS 
April  22,  1957—10:00  A.M. 

Before :     Honorable  Arnold  Raum,  Judge. 

Appearances : 

SYDNEY  R.  REED  and 
J.  W.  BULLION, 

Appearing  for  the  Petitioners. 

MARK  TOWNSEND, 

AjDpearing  for  the  Respondent. 

The  Clerk:  The  case  of  Mortimer  Kline-Gordon 
Oil  Company. 

Will  counsel  please  state  your  appearances  for 
the  record? 

Mr.  Bullion :  Sydney  R.  Reed  and  J.  W.  Bullion 
for  the  Petitioners. 

Mr.  Townsend:  Mark  Townsend  for  the  Re- 
spondent. 

The  Court:     Proceed. 
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Mr.  Bullion :  Your  Honor,  I  would  like  to  move 
first  that  these  two  cases  be  consolidated  for  hearing. 

Mr.  Townsend:  We  agree  they  should  be  con- 
solidated. 

The  Court :     The  cases  will  be  consolidated. 

Mr.  Bullion:  These  cases  involve  a  single  issue, 
your  Honor,  a  question  of  loss.  The  loss  arose  in  this 
way :  Mr.  Mortimer  Kline  purchased  all  of  the  stock 
of  Gordon  Oil  Company.  After  he  had  acquired  all 
that  stock,  Gordon  Oil  Company  sold  to  A.  H.  Mead- 
ows and  TeAris  F.  Morrow  all  of  its  assets  except 
cash  and  accounts  receivable,  and  including  two  oil 
and  gas  leases,  and  all  of  the  equipment  on  those 
leases,  and  in  the  assignment  of  those  properties, 
there  was  reserved  to  Gordon  a  production  payment 
in  the  full  net  sum  of  $3,600,000.00  over  and  above 
all  ad  valorem  taxes  or  any  other  taxes  measui-ed  by 
production,  and  plus  an  additional  amount  of  oil 
equal  to  five  per  cent  per  annum  on  the  [2*]  un- 
liquidated balance  of  that  sum  of  $3,600,000.00. 

Now,  that  was  true  production  payments,  your 
Honor,  and  I  think  the  respondent  will  agree  with 
us  and  stipulate  that  it  is  not  tantamount  to  an  over- 
ride, and  would  have  been  discharged  and  liquidated 
substantially  prior  to  the  exhaustion  of  the  economic 
life  of  the  properties. 

Mr.  Townsend :     We  will  so  stipulate. 

Mr.  Bullion:  Now,  the  interest  with  this  pro- 
duction payment,  which  was  dischargeable  out  of 
five  per  cent  of  the  85  per  cent  of  the  returns  accru- 

•Page  numbering  appearing  at  top  of  page  of  original  Reporter's 
Transcript  of  Record. 
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ing  to  the  properties  was  sold  for  $25,000.00  in 
cash.  That  included  the  physical  equipment  in  and 
on  the  wells  and  other  physical  and  tangible  assets 
pertaining  to  the  operation  of  the  leases.  The  basis 
of  the  taxpayer,  Gordon  Oil  Company,  in  that  prop- 
erty was  some  $332,000.00.  It  received  cash  of  only 
$250,000.00,  and  in  its  return,  claimed  a  loss  of 
$82,000.00  being  the  difference  between  its  un- 
recovered  cost  in  the  tangible  assets  and  the  cash 
received. 

Now,  it  is  the  respondent's  position  that  that  loss 
is  an  allowable  loss.  This  court  and  the  Supreme 
Court  gave  that  result,  we  think  in  the  Chock  case. 

The  Court:  You  mean  that  is  the  petitioner's 
position  ? 

Mr.  Bullion:  I  am  sorry;  thank  you,  sir.  That 
is  the  petitioner's  position.  [3] 

In  the  Chock  case,  the  proper  oil  and  gas  leases 
were  sold  with  an  overriding  royalty  reserve.  That 
is  an  interest  that  lasts  for  the  life  of  the  property, 
and  there  was  an  allocation  of  the  case  as  to  physi- 
cal equipment  and  leasehold  estate.  The  allocation 
showed  a  loss  so  far  as  the  physical  equipment  was 
concerned,  and  the  Tax  Court  and  the  Supreme 
Court  allowed  that  loss. 

Now,  as  we  understand  it,  the  respondent's  posi- 
tion is  that  that  unrecovered  basis  may  not  be  taken 
as  a  loss  but  must  become  a  part  of  the  basis  of  the 
retained  oil  payment,  or  production  payment. 

We  submit  that  there  is  no  authority  for  the 
proposition  of  transferring  depreciable  basis  to  a 
depletable  asset. 
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Mr.  Townsend:  Your  Honor,  this  case  comes 
squarely  within  a  ruling  which  was  made  a  good 
number  of  years  ago  by  the  Internal  Revenue  Serv- 
ice. It's  GCM-236223.  That  ruling  was  also  reestab- 
lished after  the  Chock  decision  by  Revenue  Ruling 
55-35. 

It  is  the  government's  position,  as  Mr.  Bullion 
pointed  out,  that  the  unrecovered  cost  of  this  equip- 
ment becomes  a  part  of  the  basis  of  the  retained  oil 
payment  and  may  be  recovered  only  by  deletion. 

It  is  the  goveiTiment's  position  that  in  this  type  of 
a  situation  we  have  a  theoretical  loss  rather  than 
an  [4]  actual  economic  loss,  that  to  allow  the  loss 
in  this  type  of  situation  would  open  the  door  to  tax 
avoidance.  By  retained  oil  paj^ment,  the  petitioner 
has  received  something  definitely  of  value  here.  He 's 
having  this  oil  extracted  and  at  no  cost  to  him,  and, 
therefore,  his  unrecovered  basis  represents  addi- 
tional cost  of  the  retained  payment. 

The  government  will  also  argue  that  the  petitioner 
retained  an  interest  in  this  equipment  to  the  extent 
that  this  equipment  would  be  utilized  to  produce  the 
retained  oil  payment. 

We  feel  that  the  Chock  case  is  distinguishable 
from  the  instant  set  of  facts.  We  have  a  stipulation 
with  three  exhibits,  1-A  through  3-C,  which  I  offer 
at  this  time. 

The  Court:     It  will  be  received. 

(The  documents  above-referred  to  were  re- 
ceived in  evidence  and  marked  Respondent's 
Exhibits  Nos.  1-A,  2-B,  3-C.) 
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Mr.  Bullion :  Your  Honor,  we  would  like  to  call 
Mr.  Mortimer  Kline. 

Whereupon, 

MORTIMER  KLINE 
called  as  a  witness  for  and  on  behalf  of  the  Peti- 
tioners, having  been  first  duly  sworn,  was  examined 
and  testified  as  follows: 

The  Clerk :     State  your  name  and  address,  please. 
The  Witness:     Mortimer  Kline.  My  address  is 
440  Saint  Cloud  Road,  Los  Angeles.  [5] 

Direct  Examination 
By  Mr.  Boullion : 

Q.     Mr.  Kline,  what  is  your  occupation? 

A.  I  am  by  profession  a  lawyer,  and  I  also  devote 
a  substantial  amount  of  my  time  to  the  oil  business 
as  an  independent  oil  operator. 

Q.  It's  stipulated  that  you  bought  all  the  stock 
of  Gordon  Oil  Company.  Did  you  buy  that  stock  for 
your  own  account  ?  A.     I  did,  sir. 

Q.     Were  you  acting  as  a  principal? 

A.     I  was. 

Q.     You  were  not  acting  as  an  agent  for  anyone  ? 

A.     I  was  not  acting  as  an  agent  for  anyone. 

Q.     Why  did  you  buy  the  stock  of  Gordon? 

A.  Well,  I  had  hoped  to  make  a  profit  from  the 
transaction,  assuming  that  I  could  put  all  the  pieces 
together  in  this  transaction. 

Q.  What  was  the  nature  of  your  negotiations  in 
connection  with  the  purchase  of  that  stock? 
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A.  The  situation  was  this :  There  were  32  compa- 
nies owning  properties  in  the  Placerita  area  of  Los 
Angeles  County. 

There  was  a  Nelson-Phillips  Oil  Company,  and 
the  Gordon  Oil  Company,  who  owned  adjoining 
leases.  I  had  devoted  a  great  deal  of  time  to  other 
properties  in  the  area  and  saw  [6]  the  possibilities 
of  doing  something  with  these  two  companies. 

Upon  inquiry,  it  developed  that  I  had  known  Gor- 
don Phillips,  and  I  knew  some  of  the  other  stock- 
holders in  these  two  companies.  It  developed  the 
stockholders  were  in  a  squabble  amongst  themselves, 
and  they  were  planning  to  put  up  the  necessary 
money  to  drill  wells.  I  later  found  out  that  the  stock- 
holders, some  of  them,  were  not  talking  with  one 
another,  and  so  when  it  became  apparent  that  it  was 
impossible  to  buy  the  assets  of  these  companies,  the 
only  way  the  deal  could  be  made  was  by  buying  all 
the  stock  which  I  proceeded  to  do,  and  I  negotiated 
over  a  long  period  of  time,  much  too  long  with  these 
various  stockholders,  and  endeavored  to  make  a  deal, 
and  found  out  the  companies  were  very  much  in- 
volved in  litigation,  and  there  was  a  lot  of  recrimina- 
tion amongst  the  stockholders,  and  one  thing  and 
another.  I  devoted  a  matter  of  months,  I  guess  to 
closing  this  thing  up. 

Q.  After  you  bought  this  stock  of  Gordon,  did 
you  take  over  control  of  the  company? 

A.     I  did. 

Q.     What  office  did  you  occupy? 

A.     I  occupied  the  office  of  president. 
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Q.    Were  you  also  a  director? 

A.  I  was  also  a  director  of  the  company  besides 
the  president. 

Q.  After  you  acquired  control  of  Gordon,  what 
did  [7]  Gordon  do  with  its  oil  and  gas  properties 
and  the  physical  equipment  pertaining  thereto  ? 

A.  Well,  we  negotiated  an  agreement  with 
Messrs.  Morrow  and  Meadows  in  combination  of 
which  the  Gordon  Oil  Company  sold  to  Messrs. 
Meadows  and  Morrow^  all  of  the  tangible  assets  and 
working  interest  in  its  leasehold  estate,  and  re- 
served  

Mr.  Townsend:  The  respondent  moA^es  to  strike 
these  conclusions  contained  in  that  answer  on  the 
gi'ound  that  it's  a  conclusion. 

The  Court:  I  will  not  strike  the  answer.  How- 
ever, I  will  take  into  account  the  fact  that  the  wit- 
ness is  using  terminology  that  might  perhaps  assume 
the  conclusion  that's  to  be  drawn  by  the  Court  itself. 

The  Witness :  Well,  in  any  event,  the  documents 
were  executed,  and  it  is  obvious  they  are  the  best 
evidence  of  what  they  contain.  I  agree  with  you  to 
that  extent.  I  was  merely  trying  to  outline  in  general 
terms  what  happened.  Maybe  I  could  be  more  ac- 
curate in  view  of  your  objection,  to  say  that  the 
Gordon  Oil  Company  did  execute  documents  which 
in  my  opinion  vested  in  Messrs.  Morrow  and 
Meadows  the  working  interest  in  tlie  oil  and  gas 
leases,  and  the  physicals,  and  all  the  other  assets  of 
Gordon  Oil  Company,  except  cash  and  accounts  re- 
ceivable and  retained  in  the  conveyance,  the  instru- 
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ment  being  the  best  evidence,  a  production  pa3^ment 
of  $3,600,000.00,  payable  out  of  85  per  cent  of  the 
production  [8]  from  these  leases  and  carrying  the 
additional  increments  of  five  per  cent  in  addition  to 
the  principal  amount  of  the  oil  payment,  and  then 
almost  concurrently  with  that  transaction,  the  Gor- 
don Oil  Company  went  into  dissolution,  and  con- 
veyed to  me  the  remaining  assets  of  the  Gordon  Oil 
Company,  including  this  production  payment  and 
simultaneously  I  sold,  I  would  say  Mrs.  Kline  and  I 
sold — she  joined  in  the  conveyance — that  production 
payment  at  par  to  a  purchaser. 

Q.  (By  Mr.  Bullion) :  Mr.  Kline,  did  Gordon 
Oil  Company,  acting  through  its  stockholders  and 
directors,  intend  by  Exhibit  3-C,  which  is  the  assign- 
ment, you  know,  to  Morrow  and  Meadows,  intend 
to  dispose  of  all  of  its  interest  in  tlie  physical  equip- 
ment in  and  on  the  leases  and  other  tangible  assets 
pertaining  thereto  %  A.     Yes. 

Q.  Now,  how  did  you  arrive  at  a  consideration  of 
$250,000.00? 

A.  That  was  a  product  of  negotiations  and  dis- 
cussions between,  I  think,  principally  Morrow  and 
myself,  and  in  my  judgment  that  represented  the 
fair  market  value  of  the  equity,  subject  to  the  oil 
payment. 

Q.  Did  Mr.  Morrow  or  Mr.  Meadows  at  any  time 
ever  have  any  connection  with  Gordon  Oil  Company 
as  an  officer,  stockholder,  director,  or  otherwise? 

A.     None  whatever.  [9] 

Q.     Did  you  have  any  connection  whatsoever  with 
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the  purchaser  to  whom  you  sold  the  production  pay- 
ment? A.    None  whatever. 
Mr.  Bullion.  That's  all. 

Cross-Examination 
By  Mr.  Townsend: 

Q.  Mr.  Kline,  what  was  the  source  of  funds  to 
purchase  the  stock  of  the  Gordon  Oil  Conmany? 

A.  I  borrowed  the  money  from  the  First  National 
Bank  in  Dallas,  Texas. 

Q.  And  did  you  pledge  at  any  time  your  retained 
oil  payment  for  that  loan? 

A.  I  pledged  all  of  the  stock  of  Gordon  Oil  Com- 
pany. I  purchased  every  share  of  stock  of  Gordon 
and  signed  a  pledge  agreement  with  the  bank. 

Q.  Then,  when  you  sold  your  retained  oil  in- 
terest, you  took  those  funds  and  paid  off  the  bank 
loans?  A.     That  is  correct. 

Q.  When  was  that  equipment  placed  on  those 
leases  ? 

A.  Well,  the  equipment  was  placed  on  the  leases 
by  Gordon  Oil  Company  prior  to  the  time  that  I 
acquired  it. 

I  might  say  parenthetically,  I  don't  know  what 
effect  it  would  have  on  this  proceeding,  but  due  to 
the  fact  that  these  men  Avere  squabbling  amongst 
themselves,  the  stockholders  of  the  company,  they 
had  not  kept  this  equipment  up,  or  their  [10] 
physicals  up,  in  the  way  that  a  prudent  oil  operator 
would  have  done  at  that  time,  and 
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The  Court:  I  have  not  had  an  opportunity  to 
read  the  stipulation  or  the  accompanying  exhibits.  I 
therefore  inquire  of  counsel  whether  the  stipulation 
exhibits  disclose — the  exhibits  disclose  the  age  of  the 
equipment,  its  initial  cost,  or  any  other  detail  with 
respect  to  the  equipment  that  might  throw  some  light 
upon  its  fair  market  value  as  of  the  time  of  this  al- 
leged sale. 

Mr.  Bullion:  Your  Honor,  the  stipulation  shows 
the  original  cost,  less  the  reserve  for  depreciation.  It 
shows  when  Gordon  Oil  Company  acquired  these 
leases  and  during  a  relatively  short  period  of  two 
years  drilled  and  equipped  29  wells  on  the  leases. 

The  Court:  The  equipment  was  placed  on  the 
property  after  the  acquisition  of  the  leases? 

Mr.  Bullion:  After  the  acquisition  of  the  leases, 
they  were  undeveloped  and  it  is  so  stipulated.  They 
were  undeveloped  when  Gordon  Oil  Company  ac- 
quired the  leases. 

Mr.  Townsend:  I  think  that's  covered  in  the 
stipulation. 

I  have  no  further  questions. 

Mr.  Bullion:     That's  all.  We  rest,  your  Honor. 

The  Court:  Do  you  have  any  further  evidence 
to 

Mr.  Townsend:  Respondent's  case  is  sub- 
mitted. [11]  Government  counsel  rests. 

The  Court:  Ordinarily,  I  prefer  consecutive 
briefs,  particularly  with  the  factor  in  dispute.  How- 
ever, the  facts  in  this  case  appear  to  be  laro-elv 
stipulated,  and  if  counsel  care  to  consider  conferring 


38  Mortimer  A.  Kline  vs. 

mth  each  other  off  the  record  and  can  agi^e  upon 
whether  they  would  prefer  consecutive  or  simultane- 
ous briefs,  I  will  adopt  whatever  suggestion  they  care 
to  make  to  me. 

Mr.  Bullion:  I  will  let  jow  name  it,  Mr.  Town- 
send. 

Mr.  Townsend:  I  would  prefer  simultaneous 
briefs,  your  Honor,  subject  to  Mr.  Bullion. 

Mr.  Bullion :     That's  agreeable. 

The  Court :  All  right,  the  open  brief  in  45  days ; 
the  reply  briefs  in  30  days. 

The  Clerk:  June  7th  and  July  8th,  those  dates 
are,  gentlemen. 

(Whereupon,  at  10:30  o'clock,  a.m.,  Monday, 
April  22,  1957,  the  hearing  in  the  above-en- 
titled matter  was  closed.) 

Filed  May  10, 1957,  T.C.U.S.  [12] 


[Title  of  Tax  Court  and  Cause.] 

Docket  Nos.  57291,  57292 
FINDINGS  OF  FACT  AND  OPINION 

Taxpayer,  Gordon  Oil  Company,  assigned  two  pro- 
ducing oil  and  gas  leases  and  certain  tangible  prop- 
erty connected  therewith.  At  the  time  of  the  assign- 
ment Gordon's  leasehold  costs  had  been  fullj^  de- 
pleted, and  the  tangible  property  had  an  adjusted 
basis  of  $332,518.70.  Gordon  received  $250,000  from 
the  assignors  at  the  time  of  the  assignment,  and 
excepted  from  the  assignment  an  oil  payment  in  the 
face  amount  of  $3,600,000.  It  claimed  a  deduction 
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to  the  extent  that  the  adjusted  ])asis  of  the  tan- 
gible property  exceeded  the  cash  payment  of 
$250,000.  Held,  in  the  absence  of  evidence  that  a 
portion  of  the  remaining  consideration  was  not  prop- 
erly allocable  to  the  tangible  property,  the  taxpayer 
failed  to  carry  its  burden  of  proving  that  the  tan- 
gible property  was  sold  for  only  $250,000,  and  the 
deduction  must  therefore  be  disallowed. 

SIDNEY  R.  REED,  ESQ.,  and 
J.  W.  BULLION,  ESQ., 

For  the  Petitioners. 

MARK  TOWNSEND,  ESQ., 
For  the  Respondent. 

Respondent  determined  deficiencies  in  the  income 
and  excess  profits  taxes  of  Gordon  Oil  Company  for 
the  taxable  period  January  1  to  August  31,  1951, 
in  the  total  amount  of  $46,256.88.  He  determined 
further  that  Mortimer  A.  Kline  is  the  transferee 
of  the  assets  of  that  company,  and  is  liable  for  the 
deficiencies.  At  issue  is  whether  Gordon  incurred  a 
deductible  loss  on  the  assignment  of  certain  tan- 
gible property. 

Findings  of  Fact 

Some  of  the  facts  have  been  stipulated  and  are 
incorporated  herein  by  this  reference. 

Mortimer  A.  Kline,  hereinafter  called  ''Kline,'' 
is  an  individual  residing  in  Los  Angeles,  California. 
He  filed  his  income  tax  return  for  the  taxable  year 
ended  December  31,  1951,  with  the  collector  of  in- 
ternal revenue  at  Los  Angeles,  California. 
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Gordon  Oil  Company,  hereinafter  called  '' Gor- 
don," was  incorporated  under  the  laws  of  the 
State  of  California  on  January  20,  1949.  It  was  in- 
corporated for  the  purpose  of  acquiring,  exploring, 
developing  and  producing  oil  and  gas  properties, 
and  throughout  the  period  of  its  existence  con- 
ducted that  business.  Gordon  filed  its  income  and 
excess  profits  tax  returns  for  the  taxable  period 
January  1,  1951,  to  August  31,  1951,  with  the  col- 
lector of  internal  revenue  at  Los  Angeles,  Califor- 
nia. 

Gordon,  on  March  22,  1949,  acquired  two  un- 
developed oil  and  gas  leases  in  Placerita  Field,  Los 
Angeles  County,  C£\lifornia.  Gordon  drilled  and 
equipped  twenty-nine  producing  wells  on  the  lease- 
holds. 

During  the  period  from  March  to  May,  1951, 
Kline  purchased  all  of  Gordon's  outstanding  stock 
for  a  total  consideration  of  $3,962,432.54.  Kline  pur- 
chased the  stock  for  his  own  accoimt.  The  purchases 
were  financed  by  a  loan  from  a  bank  in  Dallas, 
Texas.  All  of  the  stock  in  Gordon  purchased  by 
Kline  was  pledged  as  collateral  for  the  loan. 

Kline,  after  acquiring  all  of  the  outstanding  stock 
of  Gordon,  became  a  director  and  the  president  of 
the  company. 

After  Kline  had  acquired  control  of  Gordon, 
Gordon,  as  a  principal,  by  projDer  and  appropriate 
corporate  action,  executc^d  under  date  of  May  7, 
1951,  an  agreement  with  Tevis  F.  Morrow  (herein- 
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after  called  Morrow)  and  A.  H.  Meadows  (herein- 
after called  Meadows).  Upon  the  execution  of  this 
agreement  there  was  paid  to  Gordon  $250,000  in 
cash. 

The  agreement  provided,  in  part,  as  follows: 

For  a  valuable  consideration,  cash  in  hand  paid 
unto  Assignor  [Gordon]  by  Assignee  [Morrow  and 
Meadows  jointy],  the  receipt  of  which  is  hereby 
acknowledged,  and  in  consideration  of  the  strict 
and  punctual  performance  by  Assignee,  its  repre- 
sentatives and  assigns,  of  the  covenants  herein  pro- 
vided to  be  kept  and  performed  by  Assignee,  its 
representatives  and  assigns,  and,  subject  to  the  ex- 
exception  and  reservation  hereinafter  stated.  As- 
signor does  hereby  grant,  bargain,  sell,  convey,  as- 
sign, transfer,  set  over  and  deliver  unto  Assignee 
all  interests  in  lands  wherever  situated  and  all 
easements,  permits,  licenses,  servitudes  and  rights 
of  every  character  which  are  useful  or  appropriate 
in  exploring  for,  developing,  operating,  treating, 
storing,  or  transporting  oil,  gas  or  other  minerals, 
on  the  date  hereof  owned  or  controlled  by  As- 
signor *  *  *  together  with  all  improvements  and 
all  the  interests  of  Assignor  in  all  personal  prop- 
erty situated  upon  or  used  in  connection  with  mining 
operations  on  said  lands,  and  all  other  tangible 
personal  property  or  interests  therein  now  owned 
by  Assignor,  and  all  other  properties  and  interests 
in  properties  of  whatsoever  kind  or  character,  except 
accounts  receivable  and  moneys  on  hand  or  on  de- 
posit; now  owned  by  Assignor. 
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Assignor  hereby  excepts  from  this  conveyance 
and  does  hereby  reserve  unto  itself,  its  successors, 
representatives  and  assigns,  as  a  limited  overriding 
royalty  interest  or  production  payment  free  of  all 
development,  operation,  production  and  other  costs 
and  expenses  of  any  kind  whatsoever,  subject  to  the 
limitation  hereinafter  set  forth,  an  undivided 
eighty-five  per  cent  (85%)  (hereinafter  sometimes 
referred  to  as  the  ''reserved  share,'')  of  "As- 
signor's interest,''  as  hereinafter  defined,  in  all  of 
the  oil,  gas,  casinghead  gasoline  and  other  hydro- 
carbons and  other  minerals  in,  under  and  upon,  or 
that  may  be  produced  and  saved  from  the  lands  de- 
scribed in  Exhibit  1.^ 

(1)  As  used  in  the  foregoing  exception  and 
reservation,  the  expression  "Assignor's  interest" 
means  the  working  interest  share  of  all  the  oil, 
gas,  casinghead  gasoline  and  other  hydrocarbons 
and  other  minerals  of  any  kind  whatsoever  in,  under 
or  upon  or  that  may  be  produced  and  saved  from 
the  lands  *  *  *  which,  immediately  prior  to  the  exe- 
cution and  delivery  of  this  conveyance,  was  vested 
in  Assignor  and  which,  from  and  after  the  effective 
date  hereof,  but  for  the  foregoing  exception  and 
reservation,  would  accrue  or  belong  to  Assignee,  its 
representatives  and  assigns,  by  virtue  of  this  con- 
vevance. 


iThe  properties  described  in  Exhibit  1  were  the 
leaseholds  held  by  Gordon  prior  to  this  agreement. 
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(3)  The  foregoing  exception  and  reservation 
shall  be  effective  as  of  the  effective  date  of  this 
conveyance. 

(4)  The  foregoing  exception  and  reservation  shall 
remain  in  full  force  and  effect  until  such  time 
as  Assignor,  its  successors,  representatives  and  as- 
signs, shall  have  received  out  of  the  net  proceeds 
of  the  sale  of  the  "reserved  share"  of  the  oil,  gas, 
casinghead  gasoline  and  other  hydrocarbons  and 
other  minerals  of  any  kind  whatsoever  the  full  net 
sum  of  Three  Million  Six  Hundred  Thousand  Dol- 
lars ($3,600,000),  in  cash;  plus 

(a)  an  amount  equal  to  the  aggregate  of  all 
severance  and  gross  production  taxes  and  all  other 
taxes  and  assessments  of  any  kind  whatsoever  levied 
upon  or  assessed  against  or  measured  by  the  pro- 
duction accruing  to  the  "reserved  share"  and  all 
ad  valorem  taxes  and  all  other  taxes  and  assessments 
of  any  kind  whatsoever  levied  upon  or  assessed 
against  the  property  interests  hereby  excepted  and 
reserved,  to  the  extent,  but  only  to  the  extent,  that 
any  of  such  taxes  or  assessments  are  paid  by  As- 
signor; plus 

(b)  an  additional  amount  equal  to  interest  from 
May  1,  1951,  on  the  unliquidated  balance  of  the 
aggregate  of  said  sum  and  amount  at  the  rate  of 
five  per  cent  (5%)  per  annum  computed  monthly 
on  the  basis  of  a  360-day  year,  30-day  month,  on 
the  first  day  of  each  month,  beginning  June  1,  1951. 
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The  net  proceeds  of  the  sale  of  the  *' reserved 
share"  of  the  oil,  gas,  casinghead  gasoline  and 
other  hydrocarbons  and  other  minerals  of  any  kind 
whatsoever,  shall  be  applied  each  month  by  As- 
signor, its  successors,  representatives  and  assigns, 
first,  to  the  amount  equal  to  interest  as  specified  in 
subparagraph  (4)(b)  above;  then  to  the  amount 
equal  to  the  aggregate  of  all  taxes  and  assessments 
that  are  paid  by  Assignor  as  specified  in  subpara- 
graph (4) (a)  above;  and  then  to  the  sum  first 
specified  in  this  paragraph  (4) . 

(5)  It  is  further  understood  that  upon  the  ag- 
gregate sum  and  amounts  above  provided  for  being 
paid  to  and  received  by  Assignor,  its  successors, 
representatives  and  assigns,  all  rights,  titles,  and 
interests  hereby  reserved  unto  Assignor  shall  termi- 
nate and  thereupon  the  fractional  interest  hereby 
reserved  shall  be  vested  in  Assignee,  its  repre- 
sentatives and  assigns,  free  and  clear  of  the  excep- 
tion and  reservation  herein  made,  and  to  evidence 
the  fact.  Assignor,  its  successors,  representatives 
and  assigns,  will  at  any  time  and  from  time  to  time 
execute  and  deliver  on  request  all  necessary  and  ap- 
propriate acquittances. 

(6)  It  is  understood  that  Assignee  shall  never 
personally  be  liable  for  payment  of  the  above  de- 
scribed production  payment  and  that  Assignor  and 
its  successors,  representatives  and  assigns,  shall  look 
exclusively  to  the  oil,  gas  and  other  minerals  re- 
served herein  for  the  payment  thereof,  and  that  As- 
signor, its  successors,  representatives  and  assigns. 
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shall  have  no  lien  whatsoever  for  the  payment  of 
said  production  payment,  provided  that  nothing  in 
this  paragraph  contained  shall  impair  the  obligation 
of  Assignee  nnder  subparagraphs  (g),  (h)  and  (i) 
of  Paragraph  10  hereof  to  account  to  Assignor,  its 
successors,  representatives  and  assigns,  for  funds 
which  come  into  the  hands  of  Assignee  and  which 
are  attributable  to  the  ''reserved  share." 

(7)  The  above  reservation  and  exception  shall  in 
no  sense  extend  to  any  lease  equipment  or  other 
personal  property  which  is  included  in  this  sale,  all 
of  which  equipment  and  personal  property  is  being 
sold  to  Assignee  without  reservation. 

(8)  As  a  further  consideration  for  this  assign- 
ment Assignee  for  itself,  its  representatives  and 
assigns,  convenants  and  agrees  with  Assignor,  its 
successors,  representatives  and  assigns,  until  such 
time  as  the  aggregate  sum  and  amounts  above  pro- 
vided for  have  been  fully  paid  to  and  received  by 
Assignor,  its  successors,  representatives  and  assigns, 

L  in  a  good  and  workmanlike  manner,  to  develop  and 
'  operate  or  cause  to  be  so  developed  and  operated, 
the  oil  and  gas  properties  described  in  Exhibit  1, 
and  to  produce  oil  and  gas  from  the  respective  wells 
located  on  the  lands  described  in  Exhibit  1,  so  long 
as  oil,  gas  or  other  hydrocarbons  can  be  produced 
therefrom  in  paying  quantities,  and  to  comply  mth 
all  the  terms  and  provisions,  both  express  and  im- 
plied, of  the  oil,  gas  and  mineral  lease  described 
in  Exhibit  1,  subject  to  the  proviso  stated  in  the 
next  succeeding  sentence  hereof.  If  Assignee  elects 
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to  abandon  or  release  any  specific  portion  or  por- 
tions of  the  properties  described  in  Exhibit  1  from 
the  operation  of  such  oil,  gas  and  mineral  lease, 
in  accordance  with  the  provisions  contained  in 
such  lease,  and  thereby  be  relieved  from  further 
obligation  as  to  the  property  which  Assignee  desires 
to  abandon  or  release,  Assignee  prior  to  such  aban- 
donment or  relinquishment  shall  give  to  Assignor, 
its  successors,  representatives  and  assigns,  thirty 
(30)  days'  written  notice  of  such  intention,  and 
upon  written  request  of  Assignor,  its  successors, 
representatives  and  assigns,  or  any  of  them,  within 
said  period  of  thirty  (30)  days,  Assignee,  its  repre- 
sentatives and  assigns,  shall  execute  to  Assignor,  its 
successors,  representatives  and  assigns,  or  such  of 
them  as  may  make  said  written  request,  or  to  the 
nominee  of  such  of  them  as  may  make  said  written 
request,  a  reassignment  of  the  interest  in  the  portion 
of  said  lease  which  Assignee  desires  to  abandon  or 
release,  by  recordable  instrument,  in  which  event 
Assignee  shall  be  relieved  from  further  obligation 
with  reference  to  the  portion  so  reassigned,  but 
thereby  the  amount  of  the  aforesaid  production  pay- 
ment and  the  fraction  of  the  production  from  the 
remaining  lands  descril)ed  in  Exhibit  1  out  of  which 
it  is  dischargeable  shall  not  be  reduced,  affected  or 
impaired.  In  the  event  Assignor,  its  successors,  rep- 
resentatives and  assigns,  do  not  desire  a  reassign- 
ment of  said  interest,  then  Assignor,  its  successors, 
representatives  and  assigns,  shall  join  in  the  execu- 
tion of  a  recordable  release  of  said  portion  of  said 
property  in  accordance  with  the  provisions  of  said 
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lease,  but  thereby  the  amount  of  the  aforesaid  pro- 
duction payment  and  the  fraction  of  the  production 
from  the  remaining  lands  described  in  Exhibit  1  out 
of  which  it  is  dischargeable  shall  not  be  reduced,  af- 
fected or  impaired. 

*     *     * 

(10)  As  a  further  consideration  for  this  assign- 
ment, Assignee  for  itself,  its  representatives  and 
assigns,  covenants  and  agrees  Avith  Assignor,  its 
successors,  representatives  and  assigns,  until  such 
time  as  the  agregate  sum  and  amounts  above  pro- 
vided for  have  l^een  fully  paid,  to 

(a)  Deliver  at  its  own  expense  in  quadruplicate 
to  Assignor,  its  successors,  representatives  and  as- 
signs, on  or  before  November  15  in  each  year,  be- 
ginning with  the  year  1951,  a  report  prepared  by 
a  mutually  acceptable  geologist,  setting  forth  as  of 
the  preceding  October  1,  an  estimate  of  reserves  of 
recoverable  oil,  gas  and  other  minerals  properly  al- 
locable to  the  interests  described  in  Exhibit  1,  the 
future  income  to  be  derived  from  the  sale  of  such 
recoverable  reserves  at  prices  existing  as  of  October 
1  of  each  year  (future  income  to  be  set  forth  by 
years  for  a  six  (6)  year  period  and  for  future  years 
thereafter  as  a  single  period) ;  and  such  other 
geological  and  scientific  data  as  Assignor,  its  suc- 
cessors, representatives  and  assigns,  shall  reasonably 
request ; 

(b)  Obtain  from  time  to  time  and  at  any  time, 
on  request  of  Assignor,  its  successors,  representa- 
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tives  and  assigns,  from  persons  approved  in  writing 
by  them,  any  and  all  geological,  engineering  and 
other  scientific  data  and  reports  regarding  the  prop- 
erties described  in  Exhibit  1  deemed  necessary  or 
appropriate  by  Assignor,  its  successors,  representa- 
tives and  assigns,  and  to  deliever  the  same  unto  As- 
signor, its  successors,  representatives  and  assigns ; 

(c)  Deliver  in  quadruplicate  to  AssigTior,  its 
successors,  representatives  and  assigns,  on  or  before 
the  last  day  of  each  month,  beginning  with  the 
month  of  June,  1951,  a  production  report  in  a  form 
approved  by  Assignor,  its  successors,  representatives 
and  assigns,  setting  forth  the  results  of  operations 
of  the  properties  described  in  Exhibit  1  during  the 
preceding  calendar  month; 

(d)  Keep  true  and  correct  books  and  records 
showing  the  production  of  all  oil,  gas,  casinghead 
gasoline  and  other  hydrocarbons  and  other  minerals 
of  any  kind  whatsoever  from  the  lands  described  in 
Exhibit  1  and  all  necessary  information  with  re- 
spect to  such  production,  to  show  and  determine  the 
"reserved  share"  of  such  production; 

(e)  Permit  Assignor,  its  successors,  representa- 
tives and  assigns,  and  the  accredited  agents  and 
nominees  of  any  of  them,  at  all  times  to  go  upon, 
examine,  inspect  and  remain  on  all  lands  described 
in  Exhibit  1,  and  to  examine,  audit  and  make  ex- 
cerpts from  any  and  all  books  and  records  of  As- 
signee, its  representatives  and  assigns,  regarding 
the  lands  and  properties  described  in  said  exhibit 
and  the  production  from  said  lands; 
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(f)  Deliver  to  the  credit  of  Assignor,  its  suc- 
cessors, representatives  and  assigns,  into  the  pipe 
lines  to  which  the  wells  may  be  connected,  free  of 
all  charges,  the  '^reserved  share"  of  the  oil  pro- 
duced and  saved  from  the  lands  described  in  Ex- 
hibit 1; 

(g)  Account  to  Assignor,  its  successors,  repre- 
sentatives and  assigns,  for  the  net  proceeds  of  the 
sale  of  the  "reserved  share"  of  the  gas,  casinghead 
gasoline  and  other  hydrocarbons  other  than  oil  pro- 
duced from  the  lands  described  in  Exhibit  1; 

(h)  Pay  to  Assignor,  its  successors,  representa- 
tives and  assigns,  the  proceeds  of  the  sale  of  the 
'* reserved  share"  of  the  oil  produced  and  saved  from 
any  lands  described  in  Exhibit  1,  which  on  the  date 
hereof  is  subject  to  a  crude  oil  sales  contract  under 
the  terms  of  which  Assignor  is  not  entitled  to  be 
paid  direct  by  the  purchaser  of  such  production  for 
the  "reserved  share"; 

(i)  Account  to  Assignor,  its  successors,  repre- 
sentatives and  assigns,  for  the  "reserved  share"  of 
all  gas  produced  from  any  lands  described  in  Ex- 
hibit 1,  which  on  the  date  hereof  is  subject  to  a 
gasoline  extraction  contract  under  the  terms  of 
which  Assignor  is  not  entitled  to  be  paid  direct  by 
the  purchaser  of  such  production  for  the  "reserved 
share"; 

(j)  Pay  all  taxes  and  assessments  of  any  kind 
w^hatsoever  levied  upon  or  assessed  against  or  meas- 
ured by  the  production   by   Assignee   of  oil,   gas, 
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casinghead  gasoline  and  other  hydrocarbons  or  other 
minerals  of  any  kind  whatsoever  from  the  lands 
described  in  Exhibit  1,  and  all  ad  valorem  taxes  and 
all  other  taxes  and  assessments  of  any  kind  whatso- 
ever levied  upon  or  assessed  against  the  lands  and 
properties  described  in  Exhibit  1,  which  are  due 
and  payable  after  the  effective  date  hereof; 

(k)  Comply  with  all  laws  and  regulations  per- 
taining to  the  exploration  and  development  of  the 
lands  described  in  Exhibit  1  and  the  conduct  of  all 
operations  under  the  oil  and  gas  mining  lease  de- 
scribed in  said  exhibit ; 

(I)  Pay  all  costs  and  expenses  incurred  in  de- 
veloping and  operating  the  lands  described  in  Ex- 
hibit 1  and  not  permit  any  mechanic's,  material- 
men's, or  laborer's  liens  to  attach  to  said  lands  or 
any  interest  therein  or  any  personal  property 
thereon. 

(II)  An  event  of  default  will  occur  upon  the 
happening  of  any  one  or  more  of  the  following 
events : 

(a)  Should  Assignee,  its  representatives  or  as- 
signs, in  any  respect  fail  strictly  and  promptly  to 
keep  and  perform  or  to  observe  any  one  or  more  of 
the  conditions,  obligations,  covenants,  promises  and 
undertakings  herein  provided  to  be  observed,  kept 
and  performed  by  it,  and  such  failure  to  observe, 
keep  and  perform  any  one  or  more  of  such  condi- 
tions, obligations,  covenants,  promises  and  under- 
takings continues  for  thirty  (30)  days  after  demand 
for  performance  is  made  in  writing  on  Assignee, 
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its  representatives  and  assigns,  or  any  one  or  more 
of  them,  by  Assignor  or  those  successors,  representa- 
tives and  assigns  of  Assignor  at  the  time  holding  at 
least  an  undivided  two-thirds  (%)  of  the  rights, 
titles  and  interests  hereby  reserved  unto  Assig- 
nor; or 

(b)  Should  there  be  appointed  a  receiver  of 
Assignee,  its  representatives  or  assigns,  or  of  any 
of  its  properties ;  or 

(c)  Should  Assignee,  its  representatives  or  as- 
signs, be  adjudicated  an  involuntary  bankrupt,  by 
a  court  of  competent  jurisdiction;  or 

(d)  Should  Assignee,  its  representatives  or  as- 
signs, apply  to  be  adjudicated  a  bankrupt;  or 

(e)  Should  an  assignment  be  made  by  Assignee, 
its  representatives  or  assigns,  for  the  benefit  of 
creditors;  or 

(f)  Should  Assignee,  its  representatives  or  as- 
signs, fail  for  sixty  (60)  days  after  any  money 
judgment  against  it  shall  have  become  final,  to  pay 
such  judgment. 

On  the  occurrence  of  any  event  of  default.  As- 
signor or  those  successors,  representatives  and  as- 
signs of  Assignor  at  the  time  holding  at  least  an 
undivided  two-thirds  (%)  of  the  rights,  titles  and 
interests  hereby  reserved  unto  Assignor,  shall  there- 
upon or  thereafter  have  the  continuing  and  absolute 
right,  privilege  and  option,  until  the  limited  over- 
riding   royalty    interest    or    production    payment 
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lierein  reserved  has  been  fully  paid,  liquidated  and 
discharged,  to  take  over,  hold,  manage,  operate  and 
develop  all  or  any  part  of  the  interest  of  Assignee, 
its  representatives  and  assigns,  in  the  oil,  gas  and 
mineral  lease   and   oil   and   gas   mining  leasehold 
estate  described  in  Exhibit  1  and  the  lands  and  prop- 
erties covered  thereby,  together  with  the  interest  of 
Assignee  in  all  machinery  and  equipment  of  every 
kind  and  character  located  on  said  lands  or  which 
may  be  used  or  useful  in  the  operation  of  said  oil, 
gas  and  mineral  lease,  and  the  further  right  to  sell 
all  of  the  oil,  gas  and  other  minerals  of  every  kind 
whatsoever  produced,  saved,  derived,  obtained  or  ac- 
cruing alike  to  the  interest  of  Assigiior  and  the  in- 
terest of  Assignee  thereunder.  If  such  right,  privi- 
lege and  option  be  exercised,  Assignor,  its  successors, 
representatives  and  assigns,  shall  not  be  liable  to 
Assignee,  its  representatives  and  assigns,  or  to  any- 
one claiming  or  to  claim  under  them,  or  any  of  them, 
for  any  action  or  failure  to  act  except  as  to  any  such 
act  or  omission  which  is  the  result  of  actual  bad 
faith. 

If  the  aforesaid  right,  privilege  and  option  is 
exercised.  Assignor,  its  successors,  representatives 
and  assigns,  shall  be  entitled  to  collect  the  proceeds 
of  the  oil,  gas  and  other  minerals  accruing  both  to 
the  interest  hereby  assigned  and  the  interest  hereby 
reserved  unto  Assignor.  It  is  understood  that  no 
duty  is  hereby  imposed  on  Assignor  to  exercise  such 
right,  privilege  and  option,  but  if  it  is  exercised, 
then  for  all  costs  incurred  in  the  preservation,  pro- 


I 


Commissioner  of  Infernal  Bevenue  53 

tection,  operation  and  development  of  said  proper- 
ties, and  in  the  discharge  of  any  obligations  apper- 
taining thereto,  together  with  interest  at  the  rate  of 
six  per  cent  (6%)  per  annum,  computed  monthly  on 
the  first  day  of  each  month  from  the  respective 
dates  of  outlay  on  the  unliquidated  balance  of  such 
costs.  Assignor,  its  successors,  representatives  and 
assigns,  shall  be  entitled  to  reimbursement  from  the 
proceeds  of  production  accruing  to  the  interest  that 
by  this  assignment  is  vested  in  Assignee,  and  for  the 
balance,  if  any.  Assignor  shall  account  to  Assignee. 

If  such  right,  privilege  and  option  is  exercised, 
it  is  understood  that  Assignor,  its  successors,  repre- 
sentatives and  assigns,  shall  have  no  title  or  interest 
of  any  character  in  the  personal  property  and  equip- 
ment on  the  lands  described  in  Exhibit  1  and  in  the 
properties    and    interests    in    properties    conveyed 
hereby,  and  shall  have  solely  the  entire  use  of  such 
personal  property  and  equipment,  free  of  any  rental 
costs  or  other  charges  whatsoever,  for  the  purpose  of 
operating  said  premises,  and  that  all  such  properties 
shall  at  all  times  remain  the  property  of  Assignee. 
Said  right,  privilege  and  option  may  be  exercised  at 
any  time  and  from  time  to  time  after  occurrence  of 
an  event  of  default  by  Assignor  or  those  successors, 
representatives  and  assigns  of  Assignor  at  the  time 
holding  at  least  an  undivided  two-thirds  (%)  of  the 
rights,  titles   and   interests   hereby   reserved,   com- 
municating a  desire  to  take  over  possession  of  said 
properties  to   Assignee,   its  representatives   or  as- 
signs, or  any  one  or  more  of  them,  whereupon  As- 
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signee,  its  representatives  and  assigns,  shall  im- 
mediately deliver  possession  of  said  premises  and 
do  all  other  acts  and  things  necessary  or  appropri- 
ate to  be  done  to  make  such  right,  privilege  and 
option  effective.  It  is  further  understood  that  said 
right,  privilege  and  option  is  a  continuing  option 
and  that  no  exercise  of  such  right,  privilege  and 
option  shall  be  held  to  exhaust  said  right,  privilege 
and  option,  but  the  same  may  be  exercised  at  any 
time  and  from  time  to  time  until  the  limited  over- 
riding royalty  interest  or  production  payment  herein 
reserved  shall  have  been  fully  liquidated  and  paid. 

*     *     * 

The  excepted  interest  reserved  by  Gordon  in  the 
agreement  with  Morrow  and  Meadows  would  be 
liquidated  in  full  substantially  prior  to  the  exliaus- 
tion  of  the  economic  life  of  the  leases  and  was  not 
tantamount  to  an  overriding  royalty. 

At  the  time  of  the  agreement  with  Morrow  and 
Meadows,  Gordon  had  fully  depleted  its  leasehold 
cost  in  both  of  the  leases,  but  had  on  hand  tangible 
assets  pertaining  to  the  operation  of  the  leases,  with 
a  then  adjusted  basis  of  $332,518.70.  These  assets, 
their  respective  costs  to  Gordon,  adjustments  due 
to  depreciation,  and  their  adjusted  basis  were  as 
follows,  as  of  the  date  of  the  agreement : 

Physical  equipment  in  wells $159,748.52 

Buildings  8,147.12 

Machinery  and  equipment 5,414.27 

.      Pipelines    18,909.76 

Pumping  equipment 94,745.87 
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Reservoirs  and  tanks $  25,725.35 

Autos  and  trucks 7,200.05 

Total $319,890.94 

Less  reserve  for  depreciation 37,429.80 

Adjusted  basis  of  fixed  assets $282,461.14 

Crude      oil      inventories — at      book 

amount  13,215.15 

Materials     and     supplies — at     book 

amount  34,204.04 

Electrical  service  deposits 2,638.37 

Total  Adjusted  Basis  of  Prop- 
erties  Sold    $332,518.70 

Kline,  on  behalf  of  Gordon,  negotiated  the  sale 
of  the  working  interest  in  the  leasehold  estates  and 
the  sale  of  all  of  its  other  properties  except  cash 
and  accounts  receivable  with  Morrow  and  Meadows. 
Morrow  and  Meadows  never  had  any  connection 
with  Gordon  as  an  officer,  stockholder,  director  or 
otherwise. 

Following  the  execution  of  the  agreement  with 
Morrow  and  Meadows,  Gordon  was  dissolved  and 
all  of  its  assets  and  property  then  on  hand,  includ- 
ing the  excepted  interest,  were  distributed  in  com- 
plete liquidation  of  the  company  to  Kline  in  cancel- 
lation and  redemption  of  all  of  the  outstanding  stock 
of  the  company. 

After  Gordon  was  dissolved  and  liquidated,  Kline, 
as  a  principal,  sold  the  excepted  interest  which  he 
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had  received  in  liquidation  of  Gordon  for  $3,- 
600,000,  to  a  purchaser  with  whom  he  never  had  any 
prior  connection.  Following  the  liquidation  of  Gor- 
don and  the  sale  of  the  excepted  interest,  Kline 
paid  off  the  indebtedness  he  had  incurred  with  the 
Dallas  bank  in  connection  with  his  purchase  of  all 
of  the  outstanding  capital  stock  of  Gordon. 

Kline  was  the  transferee  of  the  assets  of  Gordon 
upon  its  complete  liquidation  in  August,   1951. 

Gordon  as  a  result  of  the  transaction  with  Morrow 
and  Meadows  claimed  a  loss  deduction  of  $82,518.70. 
Respondent  disallowed  the  deduction. 

Opinion 
Raum,  Judge: 

If  the  transaction  before  us  were  simply  the  sale 
of  tangible  property  for  $250,000,  then  certainly 
the  seller  would  have  sustained  a  deductible  loss 
measured  by  the  excess  of  its  adjusted  basis  ($332,- 
518.70)  over  the  sales  price.  But  the  difficulty  with 
petitioners'  position  is  that  the  record  fails  to  sup- 
port their  assumption  that  the  tangible  property 
was  sold  for  $250,000,  and  there  is  no  convincing 
e^i.dence  that  the  consideration  passing  to  the  seller 
in  respect  of  the  tangible  property  was  less  than 
its  adjusted  basis. 

The  cash  payment  of  $250,000  was  part  of  an  in- 
tegrated transaction  involving  an  assignment  of  the 
workiug  interests  in  two  producing  oil  and  gas  leases 
along  with  all   related  assets  except  cash   and  ac- 
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counts  receivable.  The  assignment  of  the  working 
interests,  however,  was  made  subject  to  a  reserved 
production  payment  in  the  amount  of  $3,600,000  out 
of  eighty-five  per  cent  of  the  oil,  gas  or  other  miner- 
als produced.  The  reservation  also  included  an 
amount  equal  to  interest  at  the  annual  rate  of  five 
per  cent  upon  the  unliquidated  balance  and,  in  addi- 
tion, all  production  and  ad  valorem  taxes  paid  by 
the  assignor.  The  assignees  covenanted  to  develop 
and  operate  the  oil  and  gas  properties  in  a  good 
and  workmanlike  manner  and  to  produce  oil  and 
gas  so  long  as  they  could  be  produced  in  paying 
quantities,  except  to  the  extent  that  the  assignees 
should  abandon  or  release  any  specific  portions  of 
the  properties  by  reassignment  to  the  assignor.  The 
instrument  of  assignment  contained  comprehensive 
provisions,  including  certain  visitorial  privileges  and 
rights  of  inspection,  calculated  to  enable  the  assignor 
to  assure  itself  of  the  assignees'  compliance  with 
their  various  covenants.  These  covenants  were 
plainly  of  considerable  value  to  the  assignor. 

Nowhere  in  the  instrument  of  assignment  is  there 
any  language  indicating  either  explicitly  or  by  im- 
plication that  the  $250,000  cash  payment  was  the  sole 
consideration  for  the  tangible  property.  A  reading 
of  the  instrument  as  a  whole  persuasively  suggests 
that  it  represented  a  ^'package  deal",  and  we  have 
no  way  of  knowing  on  the  record  before  us  whether 
a  proper  allocation  of  the  total  consideration  rmi- 
ning  to  the  assignor  in  respect  of  the  tangible  prop- 
erty includes  something  more  than  the  $250,000  cash 
payment. 
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Obviously,  the  parties  could  easily  have  varied  the 
amount  of  the  immediate  cash  payment  with  appro- 
priate accompanying  changes  in  the  consideration 
relating  to  the  so-called  reserved  payment.  Or,  they 
might  even  have  eliminated  the  immediate  cash  pay- 
ment entirely  while  at  the  same  time  providing  for 
increased  consideration  in  respect  of  the  other  cove- 
nants. Could  it  fairly  be  said  in  such  circumstances 
that  the  tangible  property  was  being  sold  for  noth- 
ing? The  answer  is  plainly  no.  The  transaction  was 
a  matter  of  negotiation  between  the  parties,  and  it 
was  entirely  up  to  them  as  to  whether  there  would 
be  any  immediate  cash  payment  or  the  amount 
thereof.  And  if  there  was  a  cash  payment,  as  in  the 
present  case,  there  must  be  some  satisfying  proof 
that  it  represented  the  sole  consideration  for  the 
tangible  assets  before  the  assignor  can  succeed  in  its 
claim  that  it  suffered  a  deductible  loss,  measured  by 
the  excess  of  the  adjusted  basis  over  the  cash  pay- 
ment. Otherwise,  merely  by  juggling  the  cash  pay- 
ment and  the  so-called  retained  interest,  it  would  be 
able  to  obtain  a  deduction  on  account  of  a  loss  that 
it  in  fact  did  not  sustain.  We  do  not  believe  that 
such  result  was  ever  intended  by  the  Congress. 

Our  problem  is  to  determine  whether  the  consider- 
ation properly  allocable  to  the  tangible  property  was 
less  than  its  adjusted  basis.  Petitioners  merely  as- 
sert, without  proof,  that  the  consideration  consisted 
solely  of  the  $250,000  cash  payment.  The  burden  of 
proof,  however,  was  upon  them,  and  they  have  com- 
pletely failed  to  carry  it.  There  is  no  convincing  evi- 
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dence  that  the  tangible  assets  were  worth  less  than 
their  adjusted  basis  at  the  time  of  sale,  or  that  the 
seller  negotiated  a  deal  whereby  the  total  considera- 
tion receivable  in  respect  of  such  assets  was  less  than 
their  adjusted  basis.  One  who  claims  a  deduction  on 
account  of  loss  must  establish  his  right  to  it. 

The  Government's  position  is  supported  by  ad- 
ministrative practice  of  at  least  some  fifteen  years' 
standing.  G.C.M.  23623,  1943  Cum.  Bull.  313.  See 
also  Rev.  Rul.  55-35,  1955-1  Cum.  Bull.  286.  Peti- 
tioners' reliance  upon  Choate  vs.  Commissioner,  324 
U.S.  1,  is  misplaced.  No  issue  was  raised  in  that 
case  as  to  whether  a  loss  was  actually  sustained ;  that 
fact  was  assumed,  and  the  Supreme  Court  explicitly 
noted  that  no  question  was  "presented  concerning 
the  allocation  of  a  portion  of  the  purchase  price  to 
the  equipment,''  324  U.S.  at  p.  4.  Cf.  Theoretical 
"Loss"  On  Equipment  Arising  From  Producing 
Leasehold  Assignment,  4  Oil  and 'Gas  Tax  Quarterly 
1,  9-10.  The  very  heart  of  the  present  case  is  whether 
a  loss  was  in  fact  sustained,  and  on  that  question 
petitioners  have  failed  to  carry  the  burden  of  proof. 

In  Docket  57291  petitioner  Kline  does  not  contest 
his  liability  as  transferee. 

Decisions  will  be  entered  for  the  respondent. 
Filed:     March  13,  1958. 


60  Mortimer  A.  Kline  vs. 

The  Tax  Court  of  the  United  States 
Washington 

Docket  No.  57291 

MORTIMER  A.  KLINE, 

Petitioner, 

vs. 

COMMISSIONER  OF  INTERNAL  REVENUE, 

Respondent. 

DECISION 

Pursuant  to  the  determination  of  the  Court,  as 
set  forth  in  its  Findings  of  Fact  and  Opinion,  filed 
March  13,  1958,  it  is 

Ordered  and  Decided:  That  there  is  an  unpaid 
liability  in  the  amount  of  $46,256.88,  together  with 
interest  thereon  as  provided  by  law,  on  the  part  of 
this  petitioner  as  transferee  of  the  assets  of  Gordon 
Oil  Company  for  deficiencies  in  income  and  excess 
profits  taxes  for  the  taxable  period  January  1,  1951, 
to  August  31,  1951. 

[Seal]        /s/  ARNOLD  RAUM, 

Judge. 

Entered:    March  19,  1958. 
Served:  March  20,  1958. 
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The  Tax  Court  of  the  United  States 
Washington 

Docket  No.  57292 

GORDON  OIL  COMPANY, 

Petitioner, 

vs. 

COMMISSIONER  OF  INTERNAL  REVENUE, 

Respondent. 

DECISION 

Piu-suant  to  the  determination  of  the  Court,  as 
set  forth  in  its  Findings  of  Fact  and  Opinion,  filed 
March  13,  1958,  it  is 

Ordered  and  Decided:  That  there  is  an  impaid 
liability  in  the  amount  of  $46,256.88,  together  with 
interest  thereon  as  provided  by  law,  on  the  part  of 
Mortimer  A.  Kline  as  transferee  of  the  assets  of 
Gordon  Oil  Company  for  deficiencies  in  income  and 
excess  profits  taxes  for  the  taxable  period  Janu- 
ary 1,  1951,  to  August  31,  1951. 

[Seal]        /s/  ARNOLD  RAUM, 

Judge. 

Entered:    March  19,  1958. 
Sei'\^ed:    March  20,  1958. 
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[Title  of  Tax  Court  and  Cause.] 

Docket  No.  57292 

ORDER  VACATING  DECISION 
AND  DECISION 
For  cause,  it  is 

Ordered:  That  the  decision  entered  in  this  pro- 
ceeding on  March  19,  1958,  be  and  the  same  is 
hereby  vacated;  and  it  is  further 

Ordered  and  Decided:  That  there  are  deficiencies 
in  income  and  excess  profits  tax  for  the  taxable 
period  January  1,  1951,  to  August  31,  1951,  in  the 
total  amount  of  $46,256.88. 

[Seal]        /s/  ARNOLD  RAUM, 

Judge. 

Entered:    March  26,  1958. 
Served:    March  26,  1958. 


In  the  United  States  Court  of  Appeals  for  the 
Ninth  Circuit 

Tax  Court  Docket  No.  57291 

[Title  of  Cause] 

PETITION  FOR  REVIEW  OF  DECISION  OF 
THE    TAX    COURT    OF    THE    UNITED 

STATES 

To   the   Honorable   Judges    of   the    United    States 
Court  of  Appeals  for  the  Ninth  Circuit: 

Mortimer  A.  Kline,  the  Petitioner  in  this  cause, 
by  the  undersigned  attorney,  hereby  files  its  Peti- 
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tion  for  a  review  by  the  United  States  Coui-t  of 
Appeals  for  the  Ninth  Circuit  of  the  decision  by 
the  Tax  Court  of  the  United  States  entered  on 
March  19,  1958,  Tax  Court  Docket  No.  57291,  de- 
termining that  Petitioner  is  liable  as  transferee  of 
the  assets  of  Gordon  Oil  Company  for  deficiencies 
in  income  and  excess  profits  taxes  for  the  taxable 
period  January  1,  1951,  to  August  31,  1951,  in  the 
amount  of  $46,256.88,  and  respectfully  shows: 

I. 

Jurisdiction  and  Venue 

The  Petitioner  on  Review,  Mortimer  A.  Kline, 
was  the  Petitioner  in  the  Tax  Court  Proceeding. 
The  Petitioner  was  and  is  a  resident  of,  and  was 
and  is  domiciled  in  Los  Angeles,  California.  His 
office  in  Los  Angeles  is  812  General  Petroleum 
Building,  612  South  Flower  Street,  Los  Angeles,  17, 
California.  His  return  for  the  period  here  involved 
was  filed  with  the  Collector  of  Internal  Revenue 
for  the  Sixth  District  of  California,  such  District 
being  located  within  the  jurisdiction  of  the  United 
states  Court  of  Appeals  for  the  Ninth  Circuit. 

The  Petitioner  files  this  Petition  pursuant  to  the 
provisions  of  Sections  7482  and  7483  of  the  Internal 
Revenue  Code  of  1954. 

11. 

Nature  of  the  Controversy 

The  controversy  involved  the  proper  determina- 
tion of  Petitioner's  liability  as  transferee  of  all  the 
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assets  of  Gordon  Oil  Company  for  federal  income 
and  excess  profit  taxes  of  Gordon  Oil  Company. 

During  the  taxable  period  from  January  1,  1951, 
to  August  31,  1951,  Gordon  Oil  Company,  a  Cali- 
fornia corporation  with  principal  office  at  812  Gen- 
eral Petroleum  Building,  612  South  Flower  Street, 
Los  Angeles  17,  California,  sold  all  of  its  working 
interest  in  two  oil  and  gas  leases,  and  all  of  its 
other  properties  and  interests  in  properties,  except 
cash  and  accounts  receivable,  for  a  cash  considera- 
tion of  $250,000.00.  The  "other  properties"  re- 
ferred to  above  were  tangible  assets  which  were 
either  in,  on,  or  pertaining  to  the  operation  of  the 
oil  and  gas  leases.  In  the  assignment  of  its  working 
interest  in  the  leases,  Gordon  reserved  unto  itself, 
its  successors  and  assigns,  a  production  payment  in 
the  sum  of  $3,600,000.00,  plus  certain  additional 
amounts,  all  of  which  was  payable  out  of  the  pro- 
ceeds of  85%  of  the  runs  accruing  to  the  interest  in 
the  leases  sold  by  Gordon.  Gordon  had  no  depletable 
basis  at  the  time  of  the  sale  in  the  leasehold 
assets,  but  had  an  adjusted  basis  in  the  tangible 
assets  which  it  sold  of  $332,518.70.  It  claimed  a  loss 
on  its  return  for  the  period  here  involved  on  the 
sale  of  such  tangible  assets  of  $82,518.70,  such  loss 
being  determined  by  deducting  the  consideration 
of  $250,000.00  from  the  aforesaid  basis.  Respond- 
ent disallowed  the  loss  and  determined  a  deficiency 
in  income  and  excess  profits  taxes  against  Gordon 
of  $46,256.88  for  the  taxable  period  from  January 
1,  1951,  to  August  31,  1951. 
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After  the  sale  of  the  working  interest  in  the 
leases,  and  all  of  the  tangible  assets,  Gordon  was 
dissolved  and  all  of  its  assets  and  property  then 
on  hand,  including  the  reserved  production  pay- 
ment, were  distributed  to  Mortimer  A.  Kline,  its 
sole  stockholder,  in  complete  cancellation  and  re- 
demption of  all  of  its  outstanding  stock.  Kline  is 
the  Petitioner  in  this  case.  The  Tax  Court  case  in- 
volving the  basic  deficiency  against  Gordon  Oil 
Company  is  a  companion  case  to  the  instant  case 
and  is  styled  Gordon  Oil  Company  v.  Commissioner 
of  Internal  Revenue,  Docket  No.  57292.  The  Gordon 
case  and  the  instant  case  were  consolidated  for 
hearing  in  the  Tax  Court,  and  the  decision  in  both 
cases  was  adverse  to  both  Petitioners.  The  Gordon 
case  decision  is  also  being  appealed.  A  Motion  for 
consolidation  of  the  two  cases  on  appeal  is  being 
tiled  with  the  Court  of  Appeals  for  the  Ninth  Cir- 
cuit. 

The  Petitioner's  position  is  that  Gordon  sustained 
a  recognizable  loss  of  $82,518.70  on  its  sale  of  the 
properties  above  referred  to,  and  that  accordingly 
it  is  liable  for  no  deficiency  in  income  and  excess 
profits  taxes.  The  Respondent's  position  was  that 
Gordon  had  not  sustained  a  recognizable  loss  on 
such  sale,  and  that  accordingly  it  was  liable  for  a 
deficiency  in  the  amount  of  $46,256.88. 

The  Tax  Court  upheld  the  Commissioner  and 
held  that  Gordon  had  not  sustained  its  burden  of 
proof  to  establish  the  claimed  loss.  Since  Petitioner 
does  not  contest  the  fact  that  he  is  the  transferee  of 
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Gordon's  assets,  the  Tax  Coui^t  found  against  Peti- 
tioner and  found  that  he  was  liable  as  transferee. 

III. 

Assignments  of  Error 

The  Petitioner  assigns  as  error  the  following  acts 
and  omissions  of  the  Tax  Court  of  the  United 
States : 

1.  The  Tax  Court  erred  in  holding  and  deciding 
that  there  was  a  deficiency  in  income  and  excess 
profits  taxes  due  from  Cordon  Oil  Company  in  the 
amount  of  $46,256.88. 

2.  The  Tax  Court  erred  in  failing  to  find  that 
Gordon  Oil  Company  sustained  a  recognizable  loss 
in  the  amount  of  $82,518.70. 

3.  The  Tax  Court's  finding  that  Gordon  Oil 
ComjDany  failed  to  sustain  its  burden  of  proof  to 
establish  the  loss  of  $82,518.70  is  clearly  erroneous 
and  not  supported  by  the  evidence. 

4.  Since  the  Tax  Coui't  erred  as  above  in  the 
Gordon  case,  it  erred  in  holding  Petitioner  liable 
on  the  basis  of  transferee  liability. 

5.  The  Tax  Court's  decision  is  contrary  to  law. 

Wherefore,  the  Petitioner  prays  that : 

1.  The  United  States  Coui't  of  Appeals  for  the 
Ninth  Circuit  review,  in  this  proceeding,  the  deci- 
sion of  the  Tax  Court  entered  March  19,  1958. 
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2.  The  decision  of  the  Tax  Court  be  reversed. 

3.  That  Petitioner  be  granted  such  other  and 
further  relief  as  the  Court  may  determine  just  and 
proper. 

Respectfully  submitted, 

/s/  J.  W.  BULLION, 

Attorney  for  Petitioner. 

Duly  verified. 

Received  and  filed  June  9,  1958,  T.C.U.S. 


[Title  of  Court  of  Appeals  and  Cause.] 

Tax  Court  Docket  No.  57291 

NOTICE  BY  PETITIONER  OF  FILING 
OF  PETITION  FOR  REVIEW 

To:    Chief    Counsel,    Internal    Revenue    Service, 
Washington,  D.  C. 

You  are  hereby  notified  that  the  Petitioner  in  the 
above-captioned  case  did  on  the  6th  day  of  June, 
1958,  mail  to  the  Clerk  of  the  Tax  Court  of  the 
United  States  at  AVashington,  D.  C,  for  filing  in 
said  court,  a  Petition  for  Review  by  the  United 
States  Court  of  Appeals  for  the  Ninth  Circuit,  of 
the  decision  of  said  Tax  Court  heretofore  rendered 
in  the  above-entitled  case.  Copy  of  the  Petition  for 
Review  as  filed  is  hereto  attached  and  served  upon 
you. 
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Dated  the  6th  day  of  June,  1958. 

/s/  J.  W.  BULLION, 

Attorney  for  Petitioner. 

Receipt  of  copy  acknowledged. 
Received  and  filed  June  9,  1958,  T.C.U.S. 


In  the  United  States  Court  of  Appeals 

for  the  Ninth  Circuit 

Tax  Court  Docket  No.  57292 

[Title  of  Cause.] 

PETITION  FOR  REVIEW  OF  DECISION  OF 
THE  TAX  COURT  OF  THE  UNITED  STATES 

To   the   Honorable   Judges   of  the   United   States 
Court  of  Appeals  for  the  Ninth  Circuit: 

Gordon  Oil  Company,  the  Petitioner  in  this 
cause,  by  the  undersigned  attorney,  hereby  files  its 
Petition  for  a  review  by  the  United  States  Court 
of  Appeals  for  the  Ninth  Circuit  of  the  decision  by 
the  Tax  Court  of  the  United  States  entered  on 
March  26,  1958,  Tax  Court  Docket  No.  57292,  deter- 
mininsr  a  deficiencv  in  the  Petitioner's  federal  in- 
come  taxes  and  excess  profits  taxes  for  the  period 
January  1,  1951,  to  August  31,  1951,  in  the  amount 
of  $46,256.88,  and  respectfully  shows: 

I. 

Jurisdiction  and  Venue 

The  Petitioner  on  review,  Gordon  Oil  Company, 
w^as  the  Petitioner  in  the  Tax  Court  proceeding. 
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Petitioner  was  a  corporation  organized  under  and 
by  virtue  of  the  laws  of  the  State  of  California, 
with  principal  office  at  812  General  Petroleum 
Building,  612  South  Flower  Street,  Los  Angeles  17, 
California.  Return  for  the  j^eriod  here  involved  w^as 
filed  with  the  Collector  of  Internal  Revenue  for  the 
Sixth  District  of  California,  such  District  being  lo- 
cated within  the  jurisdiction  of  the  United  States 
Court  of  Appeals  for  the  Ninth  Circuit.  This  pro- 
ceeding was  brought  on  behalf  of  Petitioner  by  its 
Directors,  pursuant  to  authority  conferred  upon 
them  by  law  as  Directors  of  a  dissolved  coi'poration. 

The  Petitioner  files  this  Petition  pursuant  to  the 
provisions  of  Sections  7482  and  7483  of  the  Internal 
Revenue  Code  of  1954. 

II. 

Nature  of  the  Controversy 

The  controversy  involves  the  proper  determina- 
tion of  the  Petitioner's  liability  for  federal  income 
and  excess  profits  taxes. 

During  the  taxable  period  from  January  1,  1951, 
to  August  31,  1951,  Petitioner,  Gordon  Oil  Com- 
pany, sold  all  of  its  working  interest  in  two  oil  and 
gas  leases,  and  all  of  its  other  properties  and  inter- 
ests in  properties,  except  cash  and  accounts  receiv- 
able, for  a  cash  consideration  of  $250,000.00.  The 
"other  properties"  referred  to  above  were  tangible 
assets  which  were  either  in,  on,  or  pertaining  to  the 
operation  of  the  oil  and  gas  leases.  In  the  assign- 
ment of  its  working  interest  in  the  leases,  Gordon 
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reserved  unto  itself,  its  successors  and  assigns,  a 
production  pajTiient  in  the  sum  of  $3,600,000.00, 
plus  certain  additional  amounts,  all  of  which  was 
payable  out  of  the  proceeds  of  85%  of  the  runs 
accruing  to  the  interest  in  the  leases  sold  by  Gor- 
don. Gordon  had  no  depletable  basis  at  the  time  of 
the  sale  in  the  leasehold  assets,  but  had  an  adjusted 
basis  in  the  tangible  assets  which  it  sold  of  $332,- 
518.70.  It  claimed  a  loss  on  its  return  for  the  period 
here  involved  on  the  sale  of  such  tangible  assets 
of  $82,518.70,  such  loss  being  determined  by  de- 
ducting the  consideration  of  $250,000.00  from  the 
aforesaid  basis.  Respondent  disallowed  the  loss  and 
determined  a  deficiency  in  income  and  excess  profits 
taxes  against  Gordon  of  $46,256.88  for  the  taxable 
period  from  January  1,  1951,  to  August  31,  1951. 

After  the  sale  of  the  working  interest  in  the 
leases,  and  all  of  the  tangible  assets,  Gordon  was 
dissolved  and  all  of  its  assets  and  propei-ty  then  on 
hand,  including  the  reserved  production  payment, 
were  distributed  to  Mortimer  A.  Kline,  its  sole 
stockholder,  in  complete  cancellation  and  redemp- 
tion of  all  its  outstanding  stock.  The  Respondent 
determined  a  deficiency  against  Kline  as  transferee 
of  Gordon's  assets  in  the  aforesaid  amount  of  $46.- 
256.88;  and  the  Tax  Court  case  involving  that  de- 
ficiency is  a  companion  case  to  the  instant  case,  and 
is  styled  Mortimer  A.  Kline  v.  Commissioner  of 
InteiTial  Revenue,  Docket  No.  57293.  The  Kline 
case  and  the  instant  case  were  consolidated  for 
hearing  in  the  Tax  Court,  and  the  decision  in  both 
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cases  was  adverse  to  Petitioners.  The  Kline  case 
decision  is  also  being  appealed.  A  Motion  for  con- 
solidation of  the  two  cases  on  appeal  is  being  filed 
with  the  Court  of  Appeals  for  the  Ninth  Circuit. 

The  Petitioner's  position  is  that  Gordon  sus- 
tained a  recognizable  loss  of  $82,518.70  on  its  sale 
of  the  properties  above  referred  to,  and  that  ac- 
cordingly it  is  liable  for  no  deficiency  in  income  and 
excess  profits  taxes.  The  Respondent's  position  was 
that  Gordon  had  not  sustained  a  recognizable  loss 
on  such  sale,  and  that  accordingly  it  was  liable  for 
a  deficiency  in  the  amount  of  $46,256.88. 

The  Tax  Court  upheld  the  Respondent  and  held 
that  the  Petitioner  had  not  sustained  its  burden  of 
proof  to  establish  the  claimed  loss. 

III. 

Assignments  of  Error 

The  Petitioner  assigns  as  error  the  following  acts 
and  omissions  of  the  Tax  Court  of  the  United 
States : 

1.  The  Tax  Court  erred  in  holding  and  deciding 
that  there  was  a  deficiency  in  income  and  excess 
profits  taxes  due  from  the  Petitioner  in  the  amount 

of  $46,256.88. 

2.  The  Tax  Court  erred  in  failing  to  find  that 
Petitioner  sustained  a  recognizable  loss  in  the 
amount  of  $82,518.70. 

3.  The  Tax  Court's  finding  that  the  Petitioner 
failed  to  sustain  its  burden  of  proof  to  establish 


72  Mortimer  A.  Kline  vs. 

the  loss  of  $82,518.70  is  clearly  erroneous  and  not 
supported  by  the  evidence. 

4.     The  Tax  Court's  decision  is  contrary  to  law. 

Wherefore,  the  Petitioner  prays  that: 

1.  The  United  States  Court  of  Appeals  for  the 
Ninth  Circuit  review,  in  this  proceeding,  the  de- 
cision of  the  Tax  Court  of  the  United  States  en- 
tered March  26,  1958. 

2.  The  decision  of  the  Tax  Court  be  reversed. 

3.  That  Petitioner  be  granted  such  other  and 
further  relief  as  the  Court  may  determine  just 
and  proper. 

Respectfully  submitted, 

/s/  J.  W.  BULLION, 

Attorney  for  Petitioner. 
Duly  verified. 

Received  and  filed  June  9,  1958,  T.C.U.S. 


[Title  of  Court  of  Appeals  and  Cause.] 

Tax  Court  Docket  No.  57292 

NOTICE  BY  PETITIONER  OF  FILING 
OF  PETITION  FOR  REVIEW 

To:    Chief    Counsel,     Internal   Revenue     Service, 
Washington,  D.  C. 

You  are  hereby  notified  that  the  Petitioner  in  the 
above-caption ed  case  did  on  the  6th  day  of  June, 
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1958,  mail  to  the  Clerk  of  the  Tax  Court  of  the 
United  States  at  Washington,  D.  C,  for  filing  in 
said  court,  a  Petition  for  Review  by  the  United 
States  Court  of  Appeals  for  the  Ninth  Circuit,  of 
the  decision  of  said  Tax  Court  heretofore  rendered 
in  the  above-entitled  case.  Copy  of  the  Petition  for 
Review  as  filed  is  hereto  attached  and  served  upon 
you. 

Dated  the  6th  day  of  June,  1958. 

/s/  J.  W.  BULLION, 

Attorney  for  Petitioner. 

Service  of  copy  acknowledged. 

Received  and  filed  June  9,  1958,  T.C.U.S. 


Tax  Court  of  the  United  States 
Docket  Nos.  57291  and  57292 

MORTIMER  A.  KLINE, 
GORDON  OIL  COMPANY, 

Petitioners  on  Review, 

vs. 
COMMISSIONER  OF  INTERNAL  REVENUE, 

Respondent  on  Review. 

ORDER  ENLARGING  TIME 

F,or  cause,  it  is 

Ordered:  That  the  time  for  filing  the  record  on 
review  and  docketing  the  petitions  for  review  in  the 
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United  States  Court  of  Appeals  for  the  Ninth  Cir- 
cuit is  extended  to  September  7,  1958. 

[Seal]        /s/  J.  E.  MURDOCK, 

Judge. 

Dated:  Washington,  D.  C,  July  7,  1958. 
Served  July  9,  1958. 


[Title  of  Tax  Court  and  Cause.] 

Docket  Nos.  57291  and  57292 

CERTIFICATE 

I,  Howard  P.  Locke,  Clerk  of  the  Tax  Court  of 
the  United  States,  do  hereby  certify  that  the  fore- 
going documents,  1  to  20,  inclusive,  constitute  and 
are  all  of  the  original  papers  as  called  for  by  the 
"Designation  of  Contents  of  Record  on  Review", 
including  Joint  exhibits  1-A  thru  3-C,  attached  to 
the  Stipulation  of  Facts,  in  the  cases  before  the  Tax 
Court  of  the  United  States  docketed  at  the  above 
numbers  and  in  which  the  petitioners  in  the  Tax 
Court  have  filed  petitions  for  review  as  above 
numbered  and  entitled,  together  with  a  true  copy  of 
the  docket  entries  in  said  Tax  Court  case  as  the 
same  appear  in  the  official  docket  in  my  office. 

In  testimony  whereof,  I  hereunto  set  my  hand  and 
affix  the  seal  of  the  Tax  Court  of  the  United  States, 
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at  Washington,  in  the  District  of  Columbia,  this 
23rd  of  July,  1958. 

[Seal]        /s/  HOWARD  B.  LOCKE, 

Clerk,  Tax  Court  of  the 
United  States. 


[Endorsed]:  No.  16150.  United  States  Court  of 
Appeals  for  the  Ninth  Circuit.  Mortimer  A.  Kline, 
Petitioner,  vs.  Commissioner  of  Internal  Revenue, 
Respondent,  and  Grordon  Oil  Company,  Petitioner, 
vs.  Commissioner  of  Internal  Revenue,  Respondent. 
Transcript  of  Record.  Petition  to  Review  Decisions 
of  Tax  Court  of  the  United  States. 

Filed:     August  8,  1958. 

Docketed:     August  21,  1958. 

/s/  PAUL  P.  O'BRIEN, 
Clerk  of  the  United  States  Court  of  Appeals  for 
the  Ninth  Circuit. 
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In  the  United  States   Court  of  Appeals   for  the 
Ninth  Circuit 

No.  16150 

MORTIMER  A.  KLINE, 

Petitioner, 

vs. 

COMMISSIONER  OF  INTERNAL  REVENUE, 

Respondent. 


GORDON  OIL  COMPANY, 


Petitioner. 


vs. 
COMMISSIONER  OF  INTERNAL  REVENUE, 

Respondent. 

JOINT  MOTION  FOR  CONSOLIDATION 
OF  CASES  ON  APPEAL 

The  two  above  captioned  cases  were  consolidated 
for  hearing  in  the  Tax  Court.  Gordon  Oil  Company 
vs.  Commissioner  of  Internal  Revenue,  Docket  No. 
57292,  is  the  basic  case,  and  Mortimer  A.  Kline  vs. 
Commissioner  of  Internal  Revenue  is  ancillary  to 
the  basic  case  in  that  it  involves  the  transferee  lia- 
bility of  the  sole  stockholder  of  Gordon  Oil  Com- 
pany with  respect  to  the  deficiency  assessed  against 
Gordon  Oil  Company  which  is  under  review  in  the 
Gordon  Oil  Com])any  case.  It  has  been  stipulated  by 
the  parties  that  Kline  was  the  transferee  of  the 
assets  of  Gordon  upon  its  complete  liquidation,  and 


I 
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Kline  does  not  contest  his  liability  as  transferee  if 
Gordon  Oil  Company  is  liable  for  the  deficiency. 

In  view  of  the  foregoing,  it  is  respectfully  moved 
and  requested  that  this  Court  order  the  consolidation 
of  the  two  captioned  cases  for  purposes  of  this  ap- 
peal and  that  it  order  the  Clerk  of  the  Tax  Court 
of  the  United  States  to  certify  and  transmit  to  this 
Court  a  single,  consolidated  transcript  of  Record 
on  Review  in  the  above  captioned  proceedings ;  and 
that  it  further  order  that  these  proceedings  be  con- 
solidated for  briefing,  hearing,  argument  and  deci- 
sion. 

/s/  J.  W.  BULLION, 

Attorney  for  Petitioner. 

No  Objection, 

/s/  ARCH  M.  CANTRALL,  C.R.M. 

Chief  Counsel,  Internal  Revenue  Service,  Counsel 
for  Respondent. 

[Endorsed]  :     Filed  June  19,  1958. 


[Title  of  Court  of  Appeals  and  Cause.] 

Docket  No.  57292 

ORDER  RE  CONSOLIDATION  OF  CASES  FOR 
PURPOSES  OF  APPEAL 

Now,  on  consideration  of  the  Joint  Motion  filed 
herein  by  counsel  for  the  respective  parties  to  the 
above-entitled  proceedings,  it  is  Ordered: 
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1.  That  the  Clerk  of  the  Tax  Court  of  the  United 
States  shall  certify  and  transmit  to  this  Court  a 
single,  consolidated  transcript  of  Record  on  Review 
in  the  above-entitled  proceedings;  and  that  these 
proceedings  be  and  they  are  hereby  consolidated  for 
briefing,  hearing,  argument,  and  decision. 

2.  That  the  Clerk  of  this  Court  transmit  a  cer- 
tified copy  of  this  Order  to  the  Clerk  of  the  Tax 
Court  of  the  United  States  to  be  by  him  incorpo- 
rated in  the  transcript  of  Record  on  Review  herein. 

Dated  this  19th  day  of  June,  1958. 

/s/  ALBERT  LEE  STEPHENS, 
Chief  Circuit  Judge. 

[Endorsed] :     Filed  June  19,  1958. 


[Title  of  Court  of  Appeals  and  Cause.] 

STATEMENT  OF  POINTS  UPON  WHICH  PE- 
TITIONERS RELY  AND  DESIGNATION 
OF  RECORD  MATERIAL  THERETO 

To  the  Honorable  Judges  of  the  United  States  Court 
of  Appeals  for  the  Ninth  Circuit: 

1.  The  Petitioners  in  the  above-entitled  cases, 
which  have  been  consolidated  for  briefing,  hearing, 
argument  and  decision,  rely  upon  the  following 
points : 

(a) .  Petitioner  Gordon  Oil  Company,  on  the  sale 
of  its  working  interest  in  two  oil  and  gas  leases,  sub- 
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ject  to  a  reserved  production  payment,  and  all  of  its 
other  properties  except  cash  and  accounts  receivable 
which  other  properties  had  an  adjusted  basis  of 
$332,518.70  for  a  consideration  of  $250,000.00,  sus- 
tained a  deductible  ordinary  loss  of  $82,518.70. 

(b).  The  finding  of  the  Tax  Court  of  the  United 
States  that  Petitioners  had  failed  to  sustain  the 
burden  of  proof  imposed  upon  them  in  showing  that 
Petitioner  Gordon  Oil  Company  sustained  an  ordi- 
nary loss  of  $82,518.70  on  the  aforesaid  sale  is 
clearly  erroneous  and  not  supported  by  the  evidence. 

(c).  The  Tax  Court  of  the  United  States  erred 
in  deciding  a  deficiency  in  income  and  excess  profits 
tax  due  from  Petitioner  Gordon  Oil  Company  in  the 
amount  of  $46,256.88,  and,  by  reason  of  such  de- 
cision, in  deciding  a  deficiency  in  income  and  excess 
profits  tax  in  the  same  amount  against  Petitioner 
Mortimer  A.  Kline  as  transferee  of  Petitioner  Gor- 
don Oil  Company. 

2.  The  agreed  designation  of  record  as  filed  in 
the  above-entitled  cases  with  the  Tax  Court  of  the 
United  States  and  as  ordered  by  this  Court  to  be  a 
single  consolidated  transcript  of  record  on  review 
is  the  record  material  to  the  points  upon  which  Pe- 
titioners rely. 

/s/  J.  W.  BULLION, 

Attorney  for  Petitioners. 

Affidavit  of  mail  attached. 
[Endorsed] :     Piled  August  20,  1958. 
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In  the  United  States  Court  of  Appeals 
for  the  Ninth  Circuit 


No.  16,150 
Mortimer  A.  Kline,  petitioner 

V, 

Commissioner  of  Internal  Revenue,  respondent 


Gordon  Oil  Company,  petitioner 

V. 

Commissioner  of  Internal  Revenue,  respondent 


On  Petition  for  Review  of  the  Decisions  of  the 
Tax  Court  of  the  United  States 


BRIEF  FOR  THE  RESPONDENT 


OPINION  BELOW 

The  findings  of  fact  and  opinion  of  the  Tax  Court 
(R.  38-59)  are  reported  in  29  T.C.  1110. 

(1) 


JURISDICTION 

This  case  involves  Mortimer  A.  Kline's  individual 
income  tax  liability  for  calendar  year,  1951  (R.  24), 
as  transferee  of  Gordon  Oil  Company  for  deficiencies 
in  income  and  excess  profits  taxes  in  the  amount  of 
$46,256.88  for  the  corporation's  taxable  period  Jan- 
uary 1,  1951,  to  August  31,  1951  (R.  60,  61).  Notice 
of  the  deficiency  (R.  12-13)  was  mailed  to  Gordon 
Oil  Company  on  January  18,  1955  (R.  6).  On  April 
8,  1955,  within  the  permitted  ninety-day  period  pro- 
vided in  Section  272  of  the  Internal  Revenue  Code  of 
1939,  both  petitioners  (R.  3,  4)  filed  petitions  for  re- 
view with  the  Tax  Court  for  a  redetermination  of 
the  deficiencies  (R.  6-8,  9-11).  The  decisions  of  the 
Tax  Court,  sustaining  the  corporate  income  and  ex- 
cess profits  tax  liability  for  the  taxable  period  and 
Mortimer  A.  Kline's  individual  tax  liability,  as  trans- 
feree, were  entered  on  March  19,  1958.  (R.  60,  61.) 
Petitions  for  review  by  this  Court  were  timely  filed 
on  June  9,  1958.  (R.  62-68,  68-73.)  Pursuant  to 
joint  motion  filed  with  this  Court  (R.  76-77),  the 
two  cases  were  consolidated  for  briefing,  hearing, 
argument  and  decision  (R.  77-78).  Jurisdiction  is 
conferred  on  this  Court  by  Section  7482  of  the  In- 
ternal Revenue  Code  of  1954. 

QUESTION  PRESENTED 

Whether  the  Tax  Court  erred  in  holding  that  Gor- 
don Oil  Company  ^  failed  to  sustain  the  burden  of 


^  The  deficiency  determined  against  Gordon  Oil  Company 
was  also  asserted  against  petitioner  Mortimer  A.  Kline  as 


proving  a  claimed  loss  on  the  transfer  of  oil  and  gas 
leases  and  related  equipment,  in  consideration  for 
cash  and  a  resei^ed  oil  payment. 

STATUTE  INVOLVED 

Internal  Revenue  Code  of  1939: 
Sec.  22.  Gross  Income. 

SjC  *l?  SfC  •(? 

(f)  Determination  of  Gain  or  Loss. — In  the 
case  of  a  sale  or  other  disposition  of  property, 
the  gain  or  loss  shall  be  computed  as  provided  in 
section  111. 

*         *         *         * 

(26  U.S.C.  1952  ed.,  Sec.  22.) 

Sec.  111.  Determination  of  Amount  of,  and 
Recognition  of,  Gain  or  Loss. 

(a)  Computation  of  Gain  or  Loss.  The  gain 
from  the  sale  or  other  disposition  of  property 
shall  be  the  excess  of  the  amount  realized  there- 
from over  the  adjusted  basis  provided  in  section 
113(b)  for  determining  gain,  and  the  loss  shall 
be  the  excess  of  the  adjusted  basis  provided  in 
such  section  for  determining  loss  over  the  amount 
realized. 

(b)  Amount  Realized. —  The  amount  realized 
from  the  sale  or  other  disposition  of  property 
shall  be  the  sum  of  any  money  received  plus  the 


transferee  of  the  assets  of  that  corporation.  Since  Kline 
does  not  contest  his  liability  as  transferee  if  the  corporation 
is  liable  for  the  deficiency  (R.  59),  for  convenience  the  peti- 
tioners are  sometimes  referred  to  as  "taxpayers". 


fair  market  value  of  the  property   (other  than 
money)  received. 

*         *         *         * 

(26  U.S.C.  1952  ed.,  Sec.  111.) 

STATEMENT 

The  pertinent  facts,  as  stipulated  (R.  24-27)  and 
as  found  by  the  Tax  Court  below  (R.  38-56),  appear 
as  follows: 

Mortimer  A.  Kline  is  an  individual  residing  in  Los 
Angeles,  California.  He  filed  his  income  tax  return 
for  the  taxable  year  ended  December  31,  1951,  with 
the  Collector  of  Internal  Revenue  at  Los  Angeles, 
California.  (R.  39.) 

Gordon  Oil  Company  was  incorporated  under  the 
laws  of  the  State  of  California  on  Januaiy  20,  1949. 
It  was  incoi'porated  for  the  purpose  of  acquiring,  ex- 
ploring, developing  and  producing  oil  and  gas  prop- 
erties, and  throughout  the  period  of  its  existence  con- 
ducted that  business.  Gordon  filed  its  income  and 
excess  profits  tax  returns  for  the  taxable  period  Jan- 
uary 1,  1951,  to  August  31,  1951,  with  the  Collector 
of  Internal  Revenue  at  Los  Angeles,  California.  (R. 
40.) 

Gordon,  on  March  22,  1949,  acquired  two  unde- 
veloped oil  and  gas  leases  in  Placerita  Field,  Los  An- 
geles County,  California.  Gordon  drilled  and  equipped 
twenty-nine  producing  wells  on  the  leaseholds.  (R. 
40.) 

During  the  period  from  March  to  May,  1951,  Kline 
purchased  all  of  Gordon's  outstanding  stock  for  a 
total  consideration  of  $3,962,432.54.    Kline  purchased 


the  stock  for  his  own  account.  The  purchases  were 
financed  by  a  loan  from  a  bank  in  Dallas,  Texas.  All 
of  the  stock  in  Gordon  purchased  by  Kline  was 
pledged  as  collateral  for  the  loan.   (R.  40.) 

After  Kline  had  acquired  control  of  Gordon,  Gordon, 
as  a  principal,  by  proper  and  appropriate  corporate 
action,  executed  under  date  of  May  7,  1951,  an  agree- 
ment with  Tevis  F.  Morrow  and  A.  H.  Meadows. 
Upon  the  execution  of  this  agreement  there  was  paid 
to  Gordon  $250,000  in  cash.  (R.  40-41.)  The  agree- 
ment provided  for  payment  by  the  assignees  Morrow 
and  Meadows,  in  addition  to  the  $250,000  cash  down 
payment,  of  a  reserved  oil  payment  to  Gordon  Com- 
pany in  the  amount  of  $3,600,000,  and  for  various 
other  covenants  to  be  performed  by  Morrow  and 
Meadows.  The  relevant  provisions  of  the  agreement 
are  set  out  in  the  Tax  Court's  opinion  at  pages  41 
to  54  of  the  record. 

The  excepted  interest  reserved  by  Gordon  in  the 
agreement  with  Morrow  and  Meadows  would  be 
liquidated  in  full  substantially  prior  to  the  exhaus- 
tion of  the  economic  life  of  the  leases  and  was  not 
tantamount  to  an  overriding  royalty.    (R.  54.) 

At  the  time  of  the  agreement  with  Morrow  and 
Meadows,  Gordon  had  fully  depleted  its  leasehold 
cost  in  both  of  the  leases,  but  had  on  hand  tangible 
assets  pertaining  to  the  operation  of  the  leases,  with 
a  then  adjusted  basis  of  $332,518.70.  These  assets, 
their  respective  costs  to  Gordon,  adjustments  due  to 
depreciation,  and  their  adjusted  basis  were  as  follows, 
as  of  the  date  of  the  agreement  (R.  54-55) : 


Physical  equipment  in  wells  $159,748.52 

Buildings  8,147.12 

Machinery  and  equipment  5,414.27 

Pipelines  18,909.76 

Pumping  equipment  94,745.87 

Reservoirs  and  tanks  25,725.35 

Autos  and  trucks  7,200.05 


Total  $319,890.94 

Less  reserve  for  depreciation  37,429.80 


Adjusted  basis  of  fixed  assets  $282,461.14 

Crude  oil  inventories — 

at  book  amount  13,215.15 
Materials  and  supplies — 

at  book  amount  34,204.04 

Electrical  service  deposits  2,638.37 


Total  Adjusted  Basis  of 

Properties  Sold  $332,518.70 

Kline,  on  behalf  of  Gordon,  negotiated  the  sale  of 
the  working  interest  in  the  leasehold  estates  and  the 
sale  of  all  of  its  other  properties  except  cash  and  ac- 
counts receivable  with  Morrow  and  Meadows.  Mor- 
row and  Meadows  never  had  any  connection  with 
Gordon  ^as  an  officer,  stockholder,  director  or  other- 
wise.  (R.  55.) 

Following  the  execution  of  the  agreement  with 
Morrow  and  Meadows,  Gordon  was  dissolved  and  all 
of  its  assets  and  property  then  on  hand,  including  the 
excepted  interest,  were  distributed  in  complete  liqui- 
dation of  the  company  to  Kline  in  cancellation  and  re- 
demption of  all  of  the  outstanding  stock  of  the  com- 
pany. (R.  55.) 


After  Gordon  was  dissolved  and  liquidated,  Kline, 
as  a  principal,  sold  the  excepted  interest  which  he  had 
received  in  liquidation  of  Gordon  for  $3,600,000,  to  a 
purchaser  with  whom  he  never  had  any  prior  con- 
nection. Following  the  liquidation  of  Gordon  and 
the  sale  of  the  excepted  interest,  Kline  paid  off  the 
indebtedness  he  had  incurred  with  the  Dallas  bank  in 
connection  with  his  purchase  of  all  of  the  outstand- 
ing capital  stock  of  Gordon.  (R.  55-56.) 

Kline  was  the  transferee  of  the  assets  of  Gordon 
upon  its  complete  liquidation  in  August,  1951.  (R. 
56.) 

Gordon  as  a  result  of  the  transaction  with  Morrow 
and  Meadows  claimed  a  loss  deduction  of  $82,518.70. 
The  Commissioner  disallowed  the  deduction,  and  the 
Tax  Court  sustained  the  disallowance.    (R.   56-59.) 

SUMMARY  OF  ARGUMENT 

The  Tax  Court  correctly  held  that  the  taxpayers 
had  failed  to  meet  the  burden  of  proving  the  claimed 
loss.  The  taxpayers  claim  a  deductible  loss  on  the 
theory  that  the  equipment  and  other  tangible  prop- 
erty used  in  connection  with  the  leaseholds  was  sold 
by  Gordon  Oil  Company  separately  from  the  lease- 
holds, and,  moreover,  was  sold  solely  for  the  cash 
down  payment  of  $250,000.  However,  the  record 
shows,  and  the  Tax  Court  found,  that  the  tangible 
property  was  transferred  in  conjunction  with  the 
leaseholds  as  part  of  a  package  deal,  and  in  a  single 
instrument  of  transfer,  and  that  the  cash  down  pay- 
ment was  but  a  part  of  the  total  consideration  receiv- 
able, the  taxpayers  having  reserved  a  substantial  oil 
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payment  and  various  covenants  as  additional  con- 
sideration. Nothing  in  the  instrument  of  transfer  in- 
dicates that  the  cash  down  payment  was  the  sole  con- 
sideration for  the  tangible  property,  i.e.,  that  no  part 
of  the  additional  consideration  was  allocable  to  the 
tangible  property.  Indeed,  as  the  Tax  Court  also 
found,  there  is  no  convincing  evidence  that  the  tan- 
gible assets  which  the  taxpayers  claim  they  sold  for 
only  $250,000  were  worth  less  than  their  adjusted 
basis  ($332,518)  at  the  time  of  the  sale.  Since  the 
taxpayers  failed  to  carry  the  burden  of  proving  that 
the  tangible  property  was  sold  for  only  the  cash  down 
payment,  the  Tax  Court  properly  disallowed  the 
claimed  loss  deduction. 

ARGUMENT 

The  Tax  Court  Correctly  Held  That  the  Taxpayers 
Failed  To  Sustain  the  Burden  of  Proving  the  Claimed 
Loss 

The  taxpayers  are  entitled  to  a  loss  deduction  on 
the  sale  of  the  leasehold  equipment  (tangible  assets) 
only  if  the  consideration  received  on  the  sale  was  less 
than  the  adjusted  basis  of  the  property  sold.  Sections 
22(f)  and  111(a)  and  (b)  of  the  Internal  Revenue 
Code  of  1939,  supra.  The  burden  of  proving  the  right 
to,  and  the  amount  of,  the  claimed  deduction  rested 
of  course  upon  the  taxpayers.  Burnet  v.  Houston,  283 
U.S.  223,  227;  New  Colonial  Co.  v.  Helvering,  292 
U.S.  435,  440;  Deputij  v.  du  Pont,  308  U.S.  488,  493. 
This  burden,  as  the  Tax  Court  held  upon  analysis  of 
the  entire  record,  clearly  has  not  been  met.  As  the 
Tax  Court  pointed  out  in  its  opinion,  the  taxpayers* 


entire  argument  proceeds  on  the  unwarranted  prem- 
ise that  the  tangible  property  sold  in  conjunction  with 
the  leaseholds  was  sold  separately  from  the  leaseholds, 
and,  moreover,  was  sold  solely  for  the  cash  down 
payment  of  $250,000.    However,  as  the  record  shows 
and  the  Tax  Court  found  (R.  56-57),  the  cash  pay- 
ment ''was  part  of  an  integrated  transaction  involv- 
ing an  assignment  of  the  working  interests  in  two 
producing  oil  and  gas  leases  along  with  all  related  as- 
sets except  cash  and  accounts  receivable",  and  ''No- 
where in  the  instrument  of  assignment  is  there  any 
language  indicating  either  explicitly  or  by  implication 
that  the  $250,000  cash  payment  was  the  sole  consider- 
ation for  the  tangible  property."  [Italics  ours.]  In  the 
words  of  the  Tax  Court  (R.  56,  58-59) : 

But  the  difficulty  with  petitioners'  position  is 
that  the  record  fails  to  support  their  assumption 
that  the  tangible  property  was  sold  for  $250,000, 
and  there  is  no  convincing  evidence  that  the 
consideration  passing  to  the  seller  in  respect  of 
the  tangible  property  was  less  than  its  adjusted 

basis. 

*         *         *         * 

And  if  there  was  a  cash  payment,   as  in  the 
present  case,  there  must  be  some  satisfying  proof 
that  it  represented  the  sole  consideration  for  the 
tangible  assets  before  the  assignor  can  succeed 
in  its  claim  that  it  suffered  a  deductible  loss, 
measured  by  the  excess  of  the  adjusted  basis  over 
the  cash  payment.     Otherwise,  merely  by  jug- 
gling the  cash  payment  and  the  so-called  retained 
interest,  it  would  be  able  to  obtain  a  deduction 
on  account  of  a  loss  that  it  in  fact  did  not  sus- 
tain. *   *   * 
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Petitioners  merely  assert,  without  proof,  that  the 
consideration  consisted  solely  of  the  $250,000 
cash  payment.  The  burden  of  proof,  however, 
was  upon  them,  and  they  have  completely  failed 
to  carry  it.  There  is  no  convincing  evidence  that 
the  tangible  assets  were  worth  less  than  their 
adjusted  basis  at  the  time  of  sale,  or  that  the 
seller  negotiated  a  deal  whereby  the  total  con- 
sideration receivable  in  respect  of  such  assets 
was  less  than  their  adjusted  basis.  One  who 
claims  a  deduction  on  account  of  loss  must  estab- 
lish his  right  to  it. 

Viewed  in  a  light  most  favorable  to  the  taxpayers, 
all  that  the  record  shows  is  that:  (a)  Kline  pur- 
chased Gordon  Oil  Company's  stock  for  $3,962,432.54 
(R.  25) ;  (b)  Gordon  Oil  Company  then  assigned  its 
entire  interest  in  its  producing  oil  properties  (includ- 
ing tangible  properties  but  excluding  accounts  re- 
ceivable and  moneys  on  hand  or  on  deposit)  to  Mea- 
dows and  Morrow  in  return  for  an  oil  payment  of 
$3,600,000,  payable  out  of  85  per  cent  of  production 
and  for  cash  of  $250,000  (R.  25-26,  41-54) ;  (c)  the 
adjusted  basis  of  the  assigned  tangible  property  was 
$332,518.70  (R.  26) ;  (d)  after  dissolution  of  Gordon 
Oil  Company  and  distribution  of  its  assets  to  himself, 
Kline  sold  the  oil  payment  to  a  purchaser  at  par  (R. 
35,  55-56) ;  Gordon  Oil  Company,  on  the  Meadows 
and  Morrow  assignment,  intended  to  dispose  of  all 
its  interest  in  the  physical  equipment  (R.  35) ;  the 
$250,000  cash  payment  was  a  product  of  negotiation 
"and  in  my  [Kline's]  judgment  that  represented  the 
fair  market  value  of  the  equity,  subject  to  the  oil  pay- 
ment"   (R.  35) ;  and   (e)    Gordon  Oil  Company  ac- 
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quired  the  leases  in  an  undeveloped  state  and  equipped 
twenty-nine  wells  (R.  37),  placing  the  equipment  on 
the  properties  prior  to  Kline's  acquisition  of  the  stock 
(R.  36).  Kline  acknowledged  (R.  34-35)  that  the 
instrument  of  assignment  (R.  25-26,  41-54)  was  the 
best  evidence  of  the  interest  conveyed  to  Morrow  and 
Meadows;  significantly,  the  granting  clause  of  that 
instrument  recited  (R.  41): 

For  a  valuable  consideration,  cash  in  hand 
paid  *  *  *  and  in  consideration  of  the  strict 
and  punctual  performance  by  Assignee  *  *  *  of 
the  covenants  herein  provided  to  be  kept  and  per- 
formed by  Assignee  *  *  *  and,  subject  to  the 
exception    and   reservation   hereinafter    stated,^ 


2  This  "exception  and  reservation"  consisted  of  the  $3,- 
600,000  oil  payment  payable  out  of  85  per  cent  of  produc- 
tion, plus  reimbursement  of  any  taxes  paid  by  Assignor,  and 
plus  5  per  cent  per  annum  interest  from  May  1,  1951,  on 
the  unliquidated  balance.  (R.  42-44.)  In  addition,  the 
agreement  provided  (R.  45)  : 

(7)   The  above  reservation  and  exception  shall  in  no 
sense  extend  to  any  lease  equipment  or  other  personal 
property  which  is   included  in  this  sale,  all   of  which 
equipment  and  personal  property  is  being  sold  to  As- 
signee without  reservation. 
See  also  paragraphs  8  and  10  of  the  assignment  (R.  45- 
50)    setting   out   the   assignee's   covenants   to    develop    and 
operate  the  properties  in  a  good  and  workmanlike  manner 
and  to  produce  oil  and  gas  as  long  as  possible  in  paying 
quantities;  pay  over  the  assignor's  share;  pay  taxes,  costs 
and  expenses;  comply  with  all  leases  and  regulations;  and 
granting  to  the  assignor  visitorial  privileges  and  rights  to 
inspection.    As   the   Tax   Court   observed    (R.    57),   "These 
covenants    were   plainly    of    considerable   value   to   the   as- 
signor." 
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Assignor  does  hei*eby  *  *  *  assign  *  *  *  all  in- 
tei*ests  in  lands  whei*ever  situated  and  all  *  *  * 
lights  of  eveiy  character  which  are  useful  or  ap- 
propriate in  exploring  for,  developing,  operating, 
treating,  storing,  or  transposing  oil,  gas  or 
other  minerals  *  *  *  together  with  all  improve- 
ments and  all  the  interests  of  Assignor  in  all 
pei*sonal  pi-opeity  situated  upon  or  used  in  con- 
nection with  mining  operations  on  said  lands, 
and  all  other  tangible  pei-sonal  propeity  or  in- 
terests therein  now  owned  by  Assignor,  and  all 
other  properties  and  interests  in  propeities  of 
whatsoever  kind  or  character,  except  accounts 
i-eceivable  and  moneys  on  hand  or  on  deposit: 
now  owned  by  Assignor. 

According  full  significance  to  each  and  all  of  the 
above  outlined  facts,  it  becomes  clear,  as  the  Tax 
Court  concluded  (R.  56,  SS-oP"*,  that  the  taxpayers 
have  failed  completely  to  sustain  the  bui-den  of  prov- 
ing the  claimed  §82,518.70  loss  deduction  on  the  sale 
of  the  tangible  property.  The  fact  that  the  tangible 
propei-ty  had  an  adjusted  basis  of  .?3:32. 518.70  has 
no  significance  for  pui-poses  of  establishing  the 
claimed  $82,518.70  loss  luiiess  proof  were  adduced 
that  the  $250,000  i*eceived  in  cash  was  the  sole  con- 
sideration paid  specifically  for  such  property-.  How- 
ever, as  the  Tax  Coui*t  pointed  out  (R.  57-58) : 

Nowhere  in  the  instmment  of  assignment  is 
thei-e  any  language  indicating  either  explicitly 
or  by  implication  that  the  $250,000  cash  pay- 
ment was  the  sole  consideration  for  the  tangible 
pix)perty.  A  reading  of  the  instiimient  as  a 
whole  pei-suasively  suggests  that  it  represented 
a  ''package  deal",  and  we  have  no  wav  of  know- 
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ing  on  the  record  before  us  whether  a  proper  al- 
location of  the  total  consideration  running  to  the 
assignor  in  respect  of  the  tangible  property  in- 
cludes something  more  than  the  $250,000  cash 

payment.  . 

Obviously,  the  parties  could  easily  have  varied 
the  amount  of  the  immediate  cash  payment  with 
appropriate  accompanying  changes  in  the  con- 
sideration relating  to  the  so-called  reserved  pay- 
ment.    Or,  they  might  even  have  eliminated  the 
immediate  cash  payment  entirely  while  at  the 
same  time  providing  for  increased  consideration 
in  respect  of  the  other  covenants.    Could  it  fairly 
be  said  in  such  circumstances  that  the  tangible 
property  was  being  sold  for  nothing?     The  an- 
swer is  plainly  no.  The  transaction  was  a  matter 
of  negotiation  between  the  parties,  and  it  was 
entirely  up  to  them  as  to  whether  there  v/ould 
be  any  imm.ediate  cash  payment  or  the  amount 
thereof. 
Moreover,  a  mere  cursory  reading  of  the  entire  in- 
strument of  assignment,  and,  particularly,  the  grant- 
ing clause,  supra,  reveals  the  absence  of  any  alloca- 
tion of  the  consideration   (cash  down  payment  plus 
reserved  oil  payment)  as  between  the  leaseholds  and 
the  tangible  property.    In  the  absence  of  evidence  that 
a  portion  of  the  reserved  oil  payment  and  related 
covenants  was  not  properly  allocable  to  the  tangible 
property,  the  taxpayers  failed  to  carry  the  burden  of 
proving  that  the  tangible  property  was  sold  for  only 
the  cash  down  payment,  and  the  Tax  Court's  deci- 
sion must  be  sustained. 

Contrary  to  the  taxpayers'  contention  (Br.  20,  30), 
the  provision  in  the  assignment  agreement  that  the 
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reserved  oil  payment  was  to  be  made  only  out  of  oil 
production  and  not  out  of  the  proceeds  of  the  sale 
of  the  tangible  property  (R.  45),  does  not  require 
a  finding  that  no  part  of  the  additional  consideration 
represented  by  the  oil  payment  right  and  other  cove- 
nants of  the  assignees  was  attributable  to  the  tan- 
gible property.  The  resei^ation  of  oil  payments  out 
of  oil  jDroduction  was  obviously  a  precautionary  clause 
designed  to  preserve  the  Gordon  Company's  economic 
interest  in  the  oil  to  be  produced,  for  depletion  deduc- 
tion purposes,  to  the  full  extent  of  the  $3,600,000  oil 
payment.  See  Sections  23 (m)  and  114(b)  (3)  of  the 
Internal  Revenue  Code  of  1939  (26  U.S.C.  1952  ed., 
Sees.  23  and  114) ;  Anderson  v.  Helvering,  310  U.S. 
404.  But  it  hardly  follows  that  no  part  of  the  con- 
sideration represented  by  the  oil  payment  was  alloca- 
ble to  the  leasehold  equipment  and  other  tangible 
property  transferred  in  conjunction  with  the  lease- 
hold. To  subscribe  to  the  taxpayers  view  would,  as 
the  Tax  Court  observed  (R.  58),  permit  the  assignor 
"merely  by  juggling  the  cash  payment  and  the  so- 
called  retained  interest  *  *  *  to  obtain  a  deduction 
on  account  of  a  loss  that  it  in  fact  did  not  sustain." 
See  also  G.C.M.  23623,  1943  Cum.  Bull.  313;  Rev. 
Rul.  55-35,  1955-1  Cum.  Bull.  286. 

The  basic  fallacy  in  the  taxpayers'  argument,  as 
was  true  of  their  contention  before  the  Tax  Court,  is 
''their  assumption  that  the  tangible  property  was  sold 
for  $250,000".  (R.  56.)  This  assumption,  in  turn, 
rests  upon  the  fallacious  contention  (Br.  20,  21,  22- 
23,  29,  31)  that  the  $250,000  cash  payment  was  the 
only  consideration  moving  to  Gordon  Oil  Company 
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from  the  assignees,  a  contention  contrary  not  only 
to  the  express  statement  of  the  consideration  set  forth 
in  the  granting  clause  (R.  41),  but  to  the  terms  of 
the  agreement  read  as  a  whole.     Nor  is  there  any 
merit  in  taxpayers'  attempt  to  disparage  the  value 
attaching  to   the   additional  covenants    (R.   57)    by 
characterizing  such  additional  consideration  as   (Br. 
29)   "attributes  of  the  production  payment  received 
by  Gordon."  The  obvious,  albeit  not  precisely  calcu- 
lable, dollar  value  of  the  covenants  is  readily  seen 
when  it  is  recognized  that  failure  to  perform  subjects 
the  assignees  to  interest  of  5  per  cent  per  annum  on 
the  unliquidated  balance   (par.  4(b),  R.  43),  which, 
absent  performance  at  all,  would  amount  to  $180,000 
in  the  first  year.   Under  such  circumstances,  it  is  un- 
realistic for  the  taxpayers  to  contend  that  the  $250,000 
cash    down    payment    was    the    only    consideration. 
The  assignees  were,  realistically,  paying  $3,850,000 
(and  securing  a  depletable  economic  interest  in  the 
$3,600,000  oil  payment)  for  Gordon's  entire  interest 
(less  accounts  receivable  and  cash)    in  the  produc- 
ing leases. 

Moreover,  as  the  Tax  Court  noted  (R.  58-59), 
"There  is  no  convincing  evidence  that  the  tangible 
assets  were  worth  less  than  their  adjusted  basis 
($332,518)  at  the  time  of  sale,  or  that  the  seller  ne- 
gotiated a  deal  whereby  the  total  consideration  re- 
ceivable in  respect  of  such  assets  was  less  than  their 
adjusted  basis."  It  is  entirely  unrealistic  for  the  tax- 
payers to  contend,  as  they  do,  that  the  equipment  was 
sold  separately  from  the  leases  for  an  amount  ($250,- 
000)  substantially  less  than  its  fair  value.     Signifi- 
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cantly,  Kline  testified  (Br.  22)  that  the  $250,000 
down  payment  represented  "the  fair  market  value  of 
the  equity  (the  working  interest  in  the  two  leases  and 
the  tangible  property)  subject  to  the  oil  payment." 
Apart  from  the  fact  that  the  Tax  Court  was  not 
obliged  to  accept  any  self-serving  opinion  of  value, 
Kline's  testimony  appears  inconsistent  with  his  pres- 
ent claim  that  the  $250,000  represented  the  consider- 
ation for  the  tangible  property  alone,  and  that  con- 
sequently he  sustained  a  deductible  loss  in  the  amount 
of  the  difference  between  the  adjusted  cost  basis  of 
the  tangible  property  ($332,518.70)  and  the  amount 
received  for  such  property  ($250,000),  or  a  loss  of 
$82,518.70. 

Nor  is  there  any  merit  in  taxpayers'  reliance  (Br. 
31-36)  on  CJioate  v.  Commissioner,  324  U.S.  1.  As 
the  Tax  Court  pointed  out  below  (R.  59)  : 

No  issue  was  raised  in  that  case  as  to  whether 
a  loss  was  actually  sustained;  that  fact  was  as- 
sumed, and  the  Supreme  Court  explicitly  noted 
that  no  question  was  "presented  concerning  the 
allocation  of  a  portion  of  the  purchase  pnce  to 
the  equipment,"  324  U.S.  at  p.  4.  Cf.  Theoreti- 
cal "Loss"  On  Equipment  Arising  From  Produc- 
ing Leasehold  Assignment,  4  Oil  and  Gas  Tax 
Quarterly  1,  9-10.  The  very  heart  of  the  pres- 
ent case  is  whether  a  loss  was  in  fact  sustained, 
and  on  that  question  petitioners  have  failed  to 
carry  the  burden  of  proof. 

Finally,  in  contending  (Br.  20,  29)  that  the  "un- 
recovered  cost"  of  the  tangible  property  must  be  al- 
lowed as  a  deductible  loss  or  else  allowed  through 
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future  depletion  deductions,  the  taxpayers  beg  the 
very  point  at  issue  by  assuming  that  there  was  an 
"unrecovered  cost",  i.e.,  that  the  consideration  re- 
ceived for  the  tangible  property  was  less  than  its  ad- 
justed cost  basis.  There  was  an  "unrecovered  cost" 
only  on  the  assumption  that  the  $250,000  down  pay- 
ment was  the  sole  consideration  for  the  tangible  prop- 
erty, an  assumption  which  the  Tax  Court  properly  de- 
clined to  accept  for  failure  of  proof.  See  also  G.C.M. 
23623,  1943  Cum.  Bull.  313,  supra;  Rev.  Rul.  55-35, 
1955-1  Cum.  Bull.  286,  supra, 

CONCLUSION 

The  decision  of  the  Tax  Court  is  correct  and  should 
be  affirmed. 

Respectfully  submitted, 


Charles  K.  Rice, 

Assistant  Attorney  General. 

Lee  a.  Jackson, 

Harry  Baum, 

Davis  W.  Morton,  Jr., 
Attorneys, 

Department  of  Justice, 
Washington  25,  D.  C. 


March,  1959. 
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APPELLEES'  OPENING  BRIEF. 


Statement  of  Jurisdiction. 

On  April  16,  1958,  the  Grand  Jury  for  the  Southern 
District  of  CaHfornia  returned  the  instant  indictment 
against  appellants  [Clk.  T.  1-2]/  Not  guilty  pleas  to 
the  indictment  were  entered  on  April  21,  1958,  and  the 
case  was  set  for  trial  on  May  6,  1958  [Clk.  T.  15]. 

On  May  6,  1958,  jury  trial  began  in  the  United  States 
District  Court  for  the  Southern  District  of  CaHfornia, 
Central  Division,  and  was  concluded  on  May  14,  1958  by 
verdicts  of  guilty  on  all  counts  against  appellant  Marchese 
and  by  verdicts  of  guilty  on  Counts  1,  8,  9,  and  10  against 
appellant  Del  Bono,  and  by  verdicts  of  not  guilty  on 
Counts  2,  3,  4,  5,  6,  and  7  [Clk.  T.  35,  36]. 


iClk.  T.  refers  to  the  Clerk's  Transcript  of  Record. 
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On  June  16,  1958,  both  appellants  were  sentenced  to  be 
committed  to  the  custody  of  the  Attorney  General  for  a 
period  of  ten  years  on  each  of  the  counts  upon  which  they 
had  been  convicted,  the  sentences  to  run  concurrently  [Clk. 
T.  47-48]. 

Timely  notices  of  appeal  were  filed  by  each  of  the  appel- 
lants [Clk.  T.  51,  53].' 

Statement   of   the   Case. 

One  Donald  Sussman,  a  narcotic  user  and  seller  [R.  T. 
96,  419-422]^  had  been  selling  heroin  on  consignment  for 
appellant  JMichele  Alarchese  for  four  and  one-half  years 
prior  to  the  instant  trial  [R.  T.  417,  473-474,  489-490]. 
On  January  29,  1958,  he  was  arrested  by  federal  officers 
on  charges  of  selling  narcotics  [R.  T.  434].  After  con- 
versing with  the  officers,  he  was  released  on  his  own 
recognizance  [R.  T.  18-95],  in  order  that  he  might  con- 
tact his  principal,  Marchese. 

The  next  day,  January  30.  1958,  the  officers  placed  a 
radio  transmitter^  on  Sussman's  persons  and  he  then  went 
to  and  entered  apartment  No.  5,  11032  Aloorpark,  North 
Hollywood,  California  [R.  T.  19-20,  126-127.  224,  246, 
365].  Outside  the  apartment,  the  officers  observed  a 
white  Chrysler  Imperial  automobile,  license  number  ]\ILH 


-Although  we  have  not  been  informed  of  a  consoHdation  of  the 
appeals,  we  presume  that  the  Court  has  no  objection  to  our  filing 
a  consolidated  brief,  since  such  was  done  by  the  appellants. 

^R.  T.  refers  to  the  Reporter's  Transcript  of  Proceedings. 

^Throughout  the  trial  and  even  here  on  appeal,  appellants  have 
attempted  to  capitalize  on  certain  terminology  used  by  Sussman  in 
describing  the  radio.  At  R.  T.  425,  Sussman  described  the  radio 
as  having  "recorded"  the  conversation.  However,  the  evidence  rather 
clearly  demonstrated  that  no  "recording"  was  obtained,  but  only 
that  the  agents  listened  upon  the  set,  took  notes  in  longhand  and 
shorthand,  and  later  transcribed  them  [R.  T.  69,  496,  529-530,  532]. 
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304  [R.  T.  33,  128,  246-247],  the  use  of  which  had  been 
given  to  appellant  Marchese  by  his  father,  the  registered 
owner  of  the  vehicle  [R.  T.  122-125].  Inside  the  apart- 
ment, Sussman  conversed  with  appellant  Marchese,  saying 
that  he  had  a  customer  who  wanted  a  $1,000  worth  of 
narcotics,  and  Marchese  agreed  to  have  the  appropriate 
amount  of  narcotics  put  in  the  usual  place  at  a  service 
station  at  Third  and  Normandy  Streets  in  Los  Angeles 
[R.  T.  31-32,  366-368,  371,  499,  506-508]. 

Officers  then  searched  the  rest  room  of  the  Mobile  Serv- 
ice Station  at  that  location,  and  did  so  after  each  user 
thereof  left  [R.  T.  129,  232-234]. 

Appellant  Del  Bono  was  seen  to  enter  the  restroom  at 
1 :40  P.M.  on  January  30,  1958.  A  search  of  the  premises 
after  he  left  revealed  Exhibit  3A  [R.  T.  537],  a  package 
of  heroin,  concealed  under  the  wash  basin  [R.  T.  135, 
235,  120-121]. 

Appellant  Del  Bono  later  was  observed  driving  to  the 
C  &  M  garage,  in  which  appellant  Marchese's  father  has 
a  one-half  interest  [R.  T.  122]. 

At  6:40  P.M.,  Sussman  phoned  Marchese  and  was  told 
by  Marchese  to  bring  the  money  to  the  Moorpark  apart- 
ment the  next  day  [R.  T.  41-42,  374-375]. 

The  next  day,  January  31,  1958,  Sussman  was  given 
$1,000  by  the  officers,  had  the  radio  again  placed  on  his 
person,  and  proceeded  to  and  entered  the  Moorpark  apart- 
ment outside  of  which  the  appellant's  Imperial  again  was 
parked  [R.  T.  43-45,  138,  381-383,  508-511].  There 
Sussman  gave  Marchese  the  $1,000,  $110  of  which  Mar- 
chese returned  to  him  (ibid.). 

On  February  7,  1958,  Sussman  again  had  a  radio  con- 
cealed on  his  person,  and  met  Marchese  at  the  apartment 
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[R.  T.  48-50,  138-139,  335,  383-387,  511-513].  They  con- 
versed relative  to  another  $1,000  purchase  and  a  possible 
$15,000  purchase.  Marchese  stated  the  narcotics  for  the 
former  purchase  would  be  dropped  at  a  service  station  at 
Los  Fehz  and  Brand  Avenues  in  Los  Angeles  (ibid.). 
Thereafter,  the  officers  proceeded  to  the  Standard  service 
station  at  that  corner  and  searched  the  rest  room  [R.  T. 
163-164,  195-196,  237,  251].  No  narcotics  were  dis- 
covered until  after  appellant  Del  Bono  had  been  seen  to 
enter  and  then  leave  the  restrooms ;  a  search  then  disclosed 
a  concealed  package  of  heroin.  Exhibit  4A  [ibid;  R.  T. 
38].  Sussman  returned  to  the  apartment  that  evening  and 
gave  Marchese  the  $1,000  officers  had  furnished,  and  Mar- 
chese returned  $20  to  him  [R.  T.  53,  253-254,  389] .  They 
also  discussed  the  possibility  of  a  $11,500  purchase  by  the 
"customers"  of  Sussman  (ibid.). 

On  March  12,  1958,  at  approximately  1 :30  P.M.,  Suss- 
man went  to  the  Moorpark  apartment  again  [R.  T.  57, 
254].  At  4:15  P.M.  on  the  same  day,  a  man  who  had 
come  from  the  International  Airport  entered  Del  Bono's 
house  carrying  a  bag  [R.  T.  338,  350],  and  was  observed 
by  Narcotic  Agent  Daley,  who  had  been  told  that  a  ship- 
ment of  narcotics  was  to  come  in  from  New  York  [R.  T. 
344].  At  about  8:08  P.M.,  Del  Bono  entered  the  Moor- 
park apartment  where  appellant  Marchese's  Imperial  was 
located  [R.  T.  339,  353-354].  At  about  9:00  P.M., 
Sussman  entered  the  apartment  [R.  T.  58,  254]. 

The  next  day,  March  13,  1958,  at  approximately  9:00 
A.M.,  Sussman  entered  the  Moorpark  apartment,  con- 
versed with  Marchese  relative  to  the  sale  of  $11,500  of 
heroin  [R.  T.  59,  390].  Sussman  and  Marchese  met  later, 
at  approximately  12:00  P.M.,  at  the  corner  of  Vineland 
and  Ventura   Boulevards,   where   Marchese  told   him   the 


narcotics  later  would  be  found  in  the  trunk  of  a  1941 
Dodge  at  that  corner  [R.  T.  69,  140,  143,  200,  255,  318- 
319,  355-356,  393].  Marchese  then  made  a  phone  call 
at  12:00  or  12:05  (ibid.).  At  12:15  P.M.,  Del  Bono  left 
his  house  carrying  a  brown  paper  bag  which  he  placed  in 
the  trunk  of  a  1941  Dodge,  which  he  drove  to  Vineland 
and  Ventura,  where  he  parked  the  vehicle  and  entered  a 
1957  Buick  which  Marchese  was  driving  [R.  T.  61,  77, 
168-171,  177-179,  256,  307].  Sussman  obtained  Exhibit 
5A,  a  package  containing  two  pounds,  246  grains  of 
heroin,  from  the  trunk  of  the  Dodge  [R.  T.  61,  78,  121, 
396,  538].  Del  Bono  was  arrested  near  the  Moorpark 
apartment  while  waiting  for  a  cab,  and  Marchese  was 
arrested  in  the  apartment  [R.  T.  201-202,  322], 

We  disagree  with  the  statement  in  Appellant's  Brief 
at  page  17,  wherein  it  is  alleged  that  the  evidence  of  Del 
Bono's  visit  to  the  gasoline  station  on  January  30,  1958 
was  admitted  against  Del  Bono  alone.  At  R.  T.  539-540, 
this  piece  of  evidence  was  admitted  against  both  defen- 
dants. 

I. 

Radio  Transmission  of  Messages  Is  Not  in  Violation 

of  47  U.  S.  Code  Sec.  605. 

Appellants  complain  that  a  radio  transmitter,  placed 
upon  the  person  of  Donald  Sussman,  relayed  conversa- 
tions between  Sussman  and  Marchese  to  officers,  who 
heard  and  testified  concerning  the  conversations.  This  is 
argued  to  be  in  violation  of  47  United  States  Code  605. 

Since  the  case  of  On  Lee  v.  United  States,  343  U.  S. 
747,  753-754  (1952),  it  has  been  the  law  that  such  use 
of  radio  transmitters  is  proper  and  not  in  violation  of  any 
statute  or  of  the  Constitution.     In  that  case  an  informant 
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similarly  had  been  "wired  for  sound,"  the  officer  over- 
heard the  conversations  between  the  informant  and  the 
defendant  and  related  them  to  the  jury.  In  holding  his 
testimony  was  properly  admitted,  the  Supreme  Court 
reasoned : 

"Petitioner   urges   that   if   his   claim   of   unlawful 
search  and  seizure  cannot  be  sustained  on  authority, 
we   reconsider   the   question   of   Fourth   Amendment 
rights  in  the  field  of  overheard  or  intercepted  conver- 
sations.     This   apparently   is   upon   the   theory   that 
since  there  was  a  radio  set  involved,  he  could  succeed 
if  he  could  persuade  the  Court  to  overturn  the  leading 
case  holding  wiretapping  to  be  outside  the  ban  of  the 
Fourth  Amendment,  Olmstead  v.  United  States,  277 
U.  S.  438,  and  the  cases  which  have  followed  it.  We 
need  not  consider  this,  however,  for  success  in  this 
attempt,  which  failed  in  Goldman  v.   United  States, 
316  U.  S.  129,  would  be  of  no  aid  to  petitioner  un- 
less he  can  show  that  his  situation  should  be  treated 
as  wiretapping.     The  presence  of  a  radio  set  is  not 
sufficient  to  suggest  more  than  the  most  attenuated 
analogy  to  wiretapping.     Petitioner  was  talking  con- 
fidentially and  indiscreetly  with  one  he  trusted,  and 
he  was  overheard.    This  was  due  to  aid  from  a  trans- 
mitter and  receiver,  to  be  sure,   but  with  the  same 
efifect  on  his  privacy  as  if  agent  Lee  had  been  eaves- 
dropping outside  an  open  window.     The  use  of  bi- 
focals, field  glasses  or  the  telescope  to  magnify  the 
object  of  a  witness'  vision  is  not  a  forbidden  search 
or  seizure,  even  if  they  focus  without  his  knowledge 
or  consent  upon  what  one  supposes  to  be  private  in- 
discretions.     It  would   be   a   dubious   service   to   the 
genuine  liberties  protected  by  the  Fourth  Amendment 
to  make  them  bedfellows  with  spurious  liberties  im- 
provised by  farfetched  analogies  which  would  liken 
eavesdropping  on  a  conversation,  with  the  connivance 
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of  one  of  the  parties,  to  an  unreasonable  search  or 
seizure.  We  find  no  violation  of  the  Fourth  Amend- 
ment here. 

"Nor  do  the  facts  show  a  violation  of  §605  of  the 
Federal  Communications  Act.  Petitioner  had  no  wires 
and  no  wireless.  There  was  no  interference  with  any 
communications  facility  which  he  possessed  or  was 
entitled  to  use.  He  was  not  sent  messages  to  any- 
body or  using  a  system  of  communications  within  the 
Act.    Goldstein  v.  United  States,  316  U.  S.  114." 

In  subsequent  cases,  Courts  of  Appeal  have  followed 
the  On  Lee  decision  and  have  admitted  evidence  acquired 
through  the  use  of  concealed  radio  transmitters.  United 
States  V.  Sansone,  231  F.  2d  887  (C.  A.  2,  1956) ;  Lott  v. 
United  States,  230  F.  2d  915  (C.  A.  5,  1956). 

At  pages  20  and  21  of  their  brief,  appellants  also  ap- 
parently complain  of  the  reception  into  evidence  of  the 
officer's  testimony  relating  to  telephone  conversations  be- 
tween Marchese  and  Sussman  which  were  overheard  by 
the  officers.  The  use  of  such  evidence  has  been  held  by 
the  Supreme  Court  as  not  being  in  violation  of  law.  In 
Rathbun  V.  United  States,  355  U.  S.  107,  110-111  (1957), 
evidence  obtained  by  listening  upon  an  extension  phone 
was  held  proper,  and  in  passing  upon  the  question,  it  was 
stated : 

"The  conduct  of  the  party  would  differ  in  no  way 
if  instead  of  repeating  the  message  he  held  out  his 
handset  so  that  another  could  hear  out  of  it.  We  see 
no  distinction  between  that  sort  of  action  and  per- 
mitting an  outsider  to  use  an  extension  telephone  for 
the   same  purpose." 

Accord:  United  States  v.  Bookie,  229  F.  2d  130  (C.  A. 
7,  1956). 


As  to  the  cases  cited  by  appellants,  it  is  hard  to  see  the 
applicability  in  any  respect  of  Reichert  v.  Commissioner  of 
Internal  Revenue,  214  F.  2d  19.  Moreover,  United  States 
V.  Hill,  149  Fed.  Supp.  83,  was  overruled  by  the  Supreme 
Court  in  the  above-cited  Rathbun  case.  In  the  main,  the 
rest  of  the  cases  deal  with  intercepted  phone  wires,  and 
thus  the  facts  therein  are  inapposite  to  those  in  the  instant 
case.  Therefore,  appellants'  cited  cases  lend  them  no  sup- 
port, and  the  Rathbun  and  On  Lee  Supreme  Court  and 
other  cases  specifically  dealing  with  identical  facts  should 
control  the  issue. 

II. 
The  Evidence  Is  Sufficient  to  Support  the  Verdicts. 

Appellants  also  question  the  sufficiency  of  the  evidence. 
Since  the  evidence  must  be  construed  in  the  light  most 
favorable  to  the  appellee  at  this  stage  of  the  prosecution, 
we  trust  that  the  evidence  outlined  in  our  Statement  of 
the  Facts  is  more  than  ample  to  sustain  each  count  upon 
which  judgment  was  entered,  and  that  we  need  not  labori- 
ously repeat  or  amplify  that  statement  of  the  evidence. 
It  is  also  here  pertinent  to  point  out  that  the  appellants 
each  were  given  concurrent  sentences  of  ten  years  upon 
each  of  the  counts  upon  which  they  were  found  guilty. 
Thus  if  the  conviction  upon  any  one  of  the  counts  is 
valid,  the  judgment  must  be  affirmed. 

Winger  v.  United  States,  233  F.  2d  440  (C.  A.  9, 
1956)  and  cases  cited. 

Appellants  make  various  attacks  upon  the  evidence  as 
it  pertained  to  the  counts  of  the  indictments.  For  the 
lack  of  a  better  approach  to  the  problem,  appellee  will 
attempt  to  answer  the  problem  by  the  piece-meal  method 
of  responding  to  each  attack. 
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At  pages  23-24  of  their  brief,  appellants  attack  the 
conspiracy  count,  Count  One,  charging: 

"There  is  absolutely  no  evidence  to  support  the 
charge  of  conspiracy  or  agreement  between  Michele 
Marchese  and  Jesse  Del  Bono  to  sell  and  facilitate 
the  sale  of  narcotics." 

True,  there  is  no  direct  evidence  of  a  conspiracy.  How- 
ever, on  three  occasions,  Marchese  tells  Sussman  that  for 
a  designated  sum  of  money,  a  designated  amount  of  nar- 
cotics will  be  delivered  at  a  designated  place.  The  desig- 
nated amount  of  narcotics  was  so  delivered  by  the  co- 
defendant  Del  Bono.  It  takes  little  guesswork  to  come  to 
the  conclusion  that  there  was  an  agreement  between  the 
two  with  respect  to  the  sale  and  delivery  of  this  merchan- 
dise. All  doubt  would  seem  to  be  removed  when  it  is 
considered  that  Marchese  picked  up  Del  Bono  in  the  auto- 
mobile of  the  former  immediately  after  the  latter  had  made 
delivery  of  over  two  pounds  of  heroin. 

At  page  24  of  their  brief,  appellants  charge : 

"There  is  no  evidence  whatsoever  that  Marchese 
actually  received  the  $1,000.00." 

The  evidence  as  to  Marchese's  receipt  of  the  $1,000 
for  the  first  transaction  is  direct  and  unequivocal.  Suss- 
man testified  he  handed  it  to  Marchese  on  January  31, 
1958  [R.  T.  383].  In  addition,  two  agents  testified  they 
overheard,  via  the  radio  set,  Marchese  counting  this  money 
[R.  T.  44-45,  509]. 

At  former  page  25  of  their  brief,  appellants  claim: 

"One  person  does  not  make  a  conspiracy.  Since 
Del  Bono  was  acquitted  of  Count  One,  it  follows  that 
Count  One  of  the  indictment  charged  conspiracy  be- 
tween Marchese  and  Del  Bono  must  necessarily  be 
reversed." 
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The  simple  truth  of  the  matter  is  that  Del  Bono  was 
convicted  of  Count  One,  the  conspiracy  count  [Clk.  T.  35; 
R.  T.  754],  and  we  are  informed  by  counsel  for  appellants 
that  a  correction  of  this  will  or  has  been  made. 

At  pages  25-26  of  their  brief,  appellants  state: 

"Each  of  the  verdicts  as  to  Counts  2,  3,  4,  5,  and 
6  by  the  jury  found  Del  Bono  not  guilty.  Since, 
however,  the  alleged  delivery  on  which  the  govern- 
ment relies  and  proof  of  the  receipt  of  narcotic  drugs 
by  Sussman  requires  necessarily  proof  that  Mar- 
chese  transported  the  drugs  to  a  place  where  Sussman 
claimed  to  have  agreed  to  have  it  picked  up,  the  find- 
ings of  the  jury  as  to  each  of  those  counts  necessarily 
finds  that  Marchese  did  not  have  the  drugs  which 
Sussman  claims  to  have  placed  in  the  various  spots 
where  Sussman  was  supposed  to  pick  them  up." 

This  non  sequitur  scarcely  needs  refuting.  Suffice  it 
to  say  that  we  need  not  have  proved  that  Marchese  trans- 
ported the  drugs  to  the  designated  place,  but  only  that 
someone  did.  That  someone  did  do  so  is  clear  from  the 
testimony  of  the  agents  and  officers  who  found  the  nar- 
cotics. 

In  this  connection,  we  would  like  to  make  clear,  though 
appellants  have  not,  that  Marchese  was  convicted  of  hav- 
ing been  an  accessory  before  the  fact  to  the  commission 
of  the  offenses  named  in  Counts  Four  and  Seven,  and  that 
Del  Bono  was  acquitted  of  those  charges,  having  been 
named  as  the  principal  therein.  This  finding  of  the  jury 
is  not  inconsistent,  and  Marchese's  conviction  upon  these 
counts  must  stand,  so  long  as  there  is  evidence  that  some- 
Ofie  committed  the  substantive  acts  of  receiving,  concealing 
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or  facilitating  the  concealment  or  transportation  of  the 
heroin  charged  in  those  counts. 

Meredith  v.  United  States,  238  F.  2d  535   (C.  A. 

4,  1956) ; 
Colosacco  V.  United  States,  196  F.  2d  165  (C.  A. 

10,  1952); 
Von  Pat  sol  v.  United  States,  163  F.  2d  216  (C.  A. 

10,  1947); 
Rooney  v.  United  States,  203  Fed.  928  (C.  A.  9, 

1913). 

That  someone  transported  and  concealed  the  instant 
heroin  in  the  service  stations  is  clear  enough.  Thus, 
Marchese  was  properly  convicted  upon  such  counts  as  the 
evidence  clearly  shows  his  causing  such  transportation 
and  concealment  to  have  occured.  In  any  event,  the  sen- 
tences imposed  upon  these  counts  was  concurrent  with  the 
other  eight  from  which  Marchese  appeals. 

At  page  27  of  their  brief,  appellants  say  that  Del  Bono 
never  was  observed  to  be  going  to  No.  5,  11032  Moorpark, 
North  Hollywood,  California.  The  officers  testified  Del 
Bono  was  observed  to  have  gone  into  said  apartment  on 
the  night  of  March  12,  1958,  the  night  before  the  two 
pound  delivery  was  made,  and  that  Marchese's  Imperial 
was  there  and  that  Sussman  later  arrived  [R.  T.  58,  254, 
339,  353-354]. 

In  Hke  vein,  it  is  argued: 

"Del  Bono  .  .  .  was  not  observed  to  participate 
in  any  way  in  any  narcotic  transaction  .  .  ."  (Br. 
p.  27.) 

''There  is  no  evidence  that  Jessee  Del  Bono  trans- 
ported the  narcotics  in  question.     .     .     ."  {Ibid.) 


—12— 

"There  is  no  evidence  that  either  defendant  ever 
received,  incurred  or  had  in  his  possession  at  any  time, 
or  themselves  transported  the  narcotics  in  question. 
The  case  must  rest  therefore  on  pure  speculation  and 
conjecture."  {Id.) 

Appellee  sees  no  point  in  replying  to  such  arguments 
and  does  not,  as  they  either  have  been  made  in  ignorance 
of  or  without  regard  to  the  evidence. 

The  major  point  of  appellants  is  that  the  case  is  founded 
upon  the  testimony  of  the  informant  Sussman  and  that,  as 
such,  he  is  unreliable.  This  argument  was  made  to  the 
jury  and  rejected  by  it,  thus  foreclosing  the  issue.  As 
stated  by  the  Supreme  Court  in  Glasser  v.  United  States, 
315  U.  S.  60  and  by  this  Court  in  Bias  sing  ame  v.  United 
States,  254  F.  2d  309  (C.  A.  9,  1958), 

*'It  is  not  for  us  to  weigh  the  evidence  or  to  deter- 
mine the  credibility  of  the  witnesses.  The  verdict  of 
a  jury  must  be  sustained  if  there  is  substantial  evi- 
dence, taking  the  view  most  favorable  to  the  Govern- 
ment, to  support  it." 

It  is  also  alleged  by  appellants,  that  the  law  requires 
corroboration  of  an  accomplice  and  that  the  testimony  of 
an  accomplice  alone  is  not  sufficient  to  establish  the  guilt 
of  the  accused.  Of  course,  Sussman  was  not  and  could 
not  have  been  an  accomplice  since  he  could  not  have  been 
convicted  of  any  of  the  crimes  upon  which  appellants  were 
indicted,  as  he  lacked  the  necessary  mens  rea,  being  a 
government  informant.  Stevenson  v.  United  States,  211 
F.  2d  702  (C.  A.  9,  1954);  Risinger  v.  United  States, 
236  F.  2d  96,  99  (C.  A.  5,  1956).  For  this  reason,  even 
the  rule  appellants  espouse  would  not  apply. 

Appellants  quote  extensively  and  apparently  rely  heavily 
upon  Sykes  v.  United  States,  204  Fed.  909  (Br.  pp.  28- 
30),  on  the  point  of  corroboration  of  an  accomplice  being 
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necessary.  This  Court  expressly  dealt  with  that  decision 
earlier  in  Hass  v.  United  States,  31  F.  2d  13  (C.  A.  9, 
1929).    This  Court  then  said: 

"That  a  conviction  may  rest  upon  the  uncorrobo- 
rated evidence  alone  of  an  accomplice  is  now  well 
settled.  Caminetti  v.  United  States,  242  U.  S.  470 
.  .  .  The  appellant  cites  Sykes  v.  United  States 
.  .  .  The  decision  in  that  case  was  rendered  prior 
to  the  ruling  in  the  Caminetti  Case    .    .     ." 

See  also: 

Doherty  v.  United  States,  230  F.  2d  605   (C.  A. 
9,  1956)  ; 

Pina  V.   United  States,  165  F.  2d  890  (C.  A.  9, 
1948). 

In  any  event,  Sussman  was  as  corroborated  an  accomp- 
lice as  one  could  imagine.  His  every  step  was  observed 
by  numerous  agents  and  even  the  majority  of  his  conver- 
sations were  overheard.  The  agents  testified  to  the  recog- 
nition of  Marchese's  voice,  and  the  incriminatory  nature  of 
his  statements  to  Sussman  should  supply  all  the  corrobo- 
ration needed,  no  matter  how  severe  the  standard. 

III. 
Conclusion. 

There  being  no  error  in  the  judgments  below,  they 
should  be  affirmed. 

Respectfully  submitted, 

Laughlin  E.  Waters, 

United  States  Attorney, 

Robert  John  Jensen, 

Assistant  U.  S.  Attorney, 
Chief,  Criminal  Division, 

Bruce  A.  Bevan,  Jr., 

Assistant  U.  S.  Attorney, 
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In  tlie  United  States  District  Court,  Southern 
District  of  California,  Central  Division 

No.  213-57  BH 

THE  SIEGLER  CORPORATION,  a  Corporation, 

Plaintiff, 

vs. 

THE  COLEMAN  COMPANY,  a  Corporation, 

Defendant. 

COMPLAINT  FOR  DECLARATORY 
JUDGMENT 

Comes  now  the  Plaintiff  and  for  cause  of  action 
against  the  Defendant,  alleges  as  follows : 

1.  The  Plaintiff,  The  Siegler  Corporation,  is  a 
corporation  organized  and  existing  under  the  laws 
of  the  State  of  Dela^ware  and  has  a  regular  and  es- 
tablished place  of  business  at  875  S.  Arroyo  Park- 
way, City  of  Pasadena,  County  of  Los  Angeles  and 
State  of  California. 

2.  The  Defendant,  The  Coleman  Company,  is  a 
corporation  organized  and  existing  im^der  the  laws 
of  the  State  of  Kansas  and  has  a  regular  and  estaib- 
lished  place  of  business  at  6480  Flotilla  Street,  City 
of  Los  Angeles,  County  of  Los  Angeles  and  State 
of  California. 

3.  The  Plaintiff's  cause  of  action  against  the 
Defendant  arises  under  the  patent  laws  of  the 
United  States.  This  court  has  jurisdiction  of  the 
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subject  matter  of  Plaintiff's  cause  of  [2]  action 
under  the  provisions  of  28  U.S.C.  sec.  1338  relating 
to  patent  causes  and  the  ju-o visions  of  28  U.S.C. 
sec.  2201  relating  to  declaratoiy  judgments. 

•1.  On  or  al)out  December  31.  195(3,  the  Defend- 
ant, by  a  letter  addressed  to  the  Holly  Manuiactiu'- 
ing  Company,  Inc.,  875  S.  AiToyo  Parkway,  Pasa- 
dena, California,  gave  notice  to  Holly  Manufactiu'- 
ing  Company  of  alleged  infiingement  of  United 
States  Patent  Xo.  2,767,702  entitled  ''TTall  Heater 
and  Economizer  Structiu^e''  issued  on  October  23, 
1956,  to  The  Coleman  Company,  At  all  times  since 
on  or  about  Xovember  29.  1955.  Holly  Maimfactur- 
ing  Company  has  been  and  now  is  a  division  of  the 
Plaintiff  and  is  known  as  "Holly  ^Manufacturing 
Company,  a  Division  of  The  Siegler  Corporation.'' 

5.  The  Defendant's  charge  of  infringement  of 
said  p)atent  by  the  Plaintiff  relates  to  wall  heaters 
being  manufactured  and  sold  by  the  Plaintiff  in  the 

Comity  of  Los  Angeles,  State  of  California. 

6.  The  Plaintiff'  does  not  infringe  said  Patent 
Xo.  2,767,702,  and  so  advised  the  Defendant  by  a 
letter  dated  February  6.  1957. 

7.  The  Plaintiff*  is  iirPoimed  and  believes  and 
therefore  alleges  that  said  patent  and  each  claim 
thereof  is  invalid  for  the  following  reasons: 

(a)  Harry  Giwosky,  named  in  said  patent  as  the 
inventor,  was  not  the  ffi'st  inventor  of  the  purported 
invention  or  inventions  described  or  claimed  in  said 
patent ; 
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(b)  The  purported  invention  or  inventions  de- 
scribed or  claimed  in  said  patent  are  not  patental^le 
in  view  of  the  state  of  the  art  at  the  time  said  pur- 
ported invention  or  inventions  were  made; 

(c)  More  than  one  year  prior  to  the  date  on 
which  the  application  for  said  patent  was  filed  the 
purported  [3]  invention  or  inventions  described  or 
clauned  in  said  patent  were  in  public  use  and  on 
sale  in  the  United  States; 

(d)  More  than  one  year  prior  to  the  date  on 
which  the  application  for  said  patent  AVas  filed  the 
purported  invention  or  inventions  descril^ed  or 
claimed  in  said  patent  were  described  in  printed 
publications  in  the  United  States  or  a,  foreign 
country. 

8.  The  Plaintiff  is  informed  and  believes  and 
therefore  alleges  that  claim  2  of  said  patent  is  in- 
valid and  void  for  the  following  reasons: 

(a)  The  changes  and  amendments  in  the  claims 
and  specification  of  the  application  for  said  patent 
during  the  prosecution  of  said  application  in  the 
Patent  Office  broadened  the  application  to  embrace 
a  purporied  invention  not  described  in  the  original 
application  as  filed; 

(b)  The  subject  matter  of  said  claim  is  not  em- 
braced in  the  statement  of  invention  or  claims  of 
the  original  application  and  no  supplemental  oath 
was  filed  to  cover  the  subject  matter  of  such  claim. 

9.  By  reason  of  the  foregoing  allegations  an  ac- 
tual controversy  now  exists  between  the  parties  to 
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this  action  so  that  PlaiiitrS:  needs  a  declaration  of 

its  rights  by  this  couii:. 

AVherefore,  Phimtiff  prays: 

(1)  For  a  judgment  declaring  that  United  States 
Patent  No.  2,767,702  is  invalid; 

(2)  For  a  judgment  declamig  that  said  patent 
is  not  infringed  by  Plaintiff; 

(3)  That  a  preliminary  and  final  uij unction  be 
issued  by  this  court  enjoining  Defendant  from  as- 
serting that  said  patent  or  any  clahn  thereof  has 
been  or  is  now  being  infringed  by  Plaintiff :  [4] 

(4)  That  Plaintiff  be  awarded  its  costs  and  at- 
torneys' fees  in  this  suit. 

CHRISTIE,    PAHKER    k 
HALE, 
/s/  By  JAJMES  B.  CHRISTIE. 
/s/  By  RICHARD  B.  HOEGH.   [5] 

[Endorsed]  :  Filed  Felu'uary  8,  1957. 


[Title  of  District  Court,  and  Cause.] 

ANS'WER  AXD  COrXTERCLAi:\I 

Defendant,  The  Coleman  Company,  Inc.,  answer- 
ing the  complaint  herein,  states  as  follows : 

1.  Admits  the  allegations  of  paragraph  1  of  the 
complaint. 

2.  Admits  the  allegations  of  paragi^aph  2  of  the 
complaint. 
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3.  Admits  the  allegations  of  paragrapli  3  of  tlie 
oomplaint. 

4.  Admits  the  allegations  of  paragraph  4  of  the 
complaint. 

5.  Admits  the  allegations  of  paragraph  5  of  the 
complaint. 

6.  Admits  that  it  received  a  letter  from  plaintiff 
dated  February  6,  1957,  denying  infringement,  but 
denies  the  remainder  of  the  allegations  of  para- 
graph 6  of  the  complaint. 

7.  Denies  the  allegations  of  paragraph  7  of  the 
complaint. 

8.  Denies  the  allegations  of  paragraph  8  of  the 
complaint. 

9.  Admits  the  allegations  of  paragraph  9  of  the 
complaint.  [22] 

Coimterclaim 
Further  answering,  and  by  way  of  counterclaim 
against  plaintiff,  defendant  avers: 

10.  This  is  a  suit  for  infringement  of  United 
States  Letters  Patent  No.  2,767,702  for  a  Wall 
Heater  and  Economizer  Structure,  and  this  Hon- 
orable Court  has  jurisdiction  because  this  is  an  ac- 
tion arising  imder  the  patent  laws  of  the  United 
'States. 

11.  Defendant,  The  Ooleman  Company,  Inc.,  is: 
a  coi7)oration  organized  and  existing  under  the  laws 
of  the  State  of  Kansas,  and  plaintiif  is  a  coiT[)ora- 
tion  organized  and  existing  imder  the  laws  of  the 
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State  of  Delaware  and  lias  a  regular  and  establislied 
place  of  business  at  875  S.  Arroyo  Parkway,  City 
of  Pasadena,  Comity  of  Los  Angeles,  and  State  of 
California. 

12.  On  October  23,  1956,  said  United  States  Let- 
ters Patent  No.  2,767,702  were  duly  and  legally  is- 
sued to  tbe  defendant,  The  Coleman  Company,  Inc., 
for  an  invention  entitled  "Wall  Heater  and  Econ- 
omizer Stinicture",  and  defendant  is  the  sole  o^vner 
and  holder  of  said  Letters  Patent. 

13.  Since  the  issuance  of  said  Letters  Patent  on 
October  23,  1956,  plaintiff  has  infringed  said  Let- 
ters Patent  by  making,  selling,  and  using  the  struc- 
ture covered  by  said  patent,  and  will  continue  to 
infringe  said  patent  unless  enjoined  by  this  Honor- 
able Court. 

11.  Defendant  has  notified  plaintiff  in  writing  of 
said  Letters  Patent. 

15.  On  or  about  December  31,  1956,  the  defend- 
ant notified  plaintiff  of  said  alleged  infringement 
of  said  United  States  Letters  Patent  No.  2,767,702, 
issued  on  October  23,  1956,  but  in  spite  of  such 
notice,  plaintiff  continues,  and  threatens  to  continue, 
such  infringement.  Plaintiff  is  deri^^ng  profits  from 
said  infringing  acts  and  defendant  has  been  dam- 
aged. 

Wherefore,  defendant  prays:  [23] 

1.)  For  a  judgment  holding  said  Letters  Patent 
No.  2,767,702  valid. 
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2.)  For  a  judgment  holding  said  Leitters  Patent 
No.  2,767,702  infringed  by  plaintiff. 

3.)  That  an  injunction  be  issued  restraining 
plaintil^,  its  directors,  officers,  employees,  and  oth- 
ers acting  by  or  imder  plaintiff's  direction  or  au- 
thority, from  making,  selling,  using  or  otherwise 
infringing  said  Letters  Patent  No.  2,767,702. 

4.)  That  plaintiff  be  required  to  account  for  and 
pay  to  the  defendant  all  damages  suffered  by  de- 
fendant as  a  result  of  plaintiff's  said  infringement. 

5.)  That  defendant  be  awarded  its  costs  and  such 
other  and  further  relief  as  may  be  deemed  proper 
in  the  circumstances. 

PARKER,  STANSBURY,  REESE  & 
McG^EE,  DAWSON,  TILTON, 
FALLON  &  LUNOMUS, 
/s/  By  RAYMOND  G.  STANBURY, 

Attorneys  for  Defendant.   [24] 

Affidavit  of  Ser-^dce  by  Mail  Attached.  [25] 

[Endorsed] :  Filed  May  6,  1957. 
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[Title  of  District  Court  and  Cause.] 

ANSWER  TO  defekda:n^t'S 

COUNTEiRCLAIM 

The  plaintiff,  The  Siegler  Corporation,  answers 
the  defendant's  coiunterclaim  as  follows: 

1.  Admits  that  hj  its  counterclainx  the  defendant 
has  alleged  infringement  of  United  States  Letters 
Patent  ISTo.  2,767,702  and  that  this  court  has  juris- 
diction of  the  subject  matter  of  the  counterclaim. 
Plaintiff  denies  that  it  has  infringed  or  is:  infring- 
ing the  patent  in  the  suit. 

2.  Admits  the  allegations  of  paragraph  11  of  the 
counterclaim. 

3.  Admits  that  on  October  23,  1956  United  Stateis 
Letters  Patent  No.  2,767,702  was  issued  to  the  de- 
fendant and  that  the  defendant  is  the  sole  owner 
and  holder  of  said  Letters  Patent.  Except  as  ex- 
pressly admitted,  plaintiff  denies  the  allegations  of 
paragraph  12  of  the  coimterclaim.  [26] 

4.  Denies  the  allegations  of  paragraph  13  of  the 
counterclaim. 

5.  Admits  the  allegations  of  paragraph  14  of  the 
coimterclaim. 

6.  Admits  that  on  or  about  December  31,  1956 
the  defendant  notified  the  plaintiff  of  alleged  in- 
fringement of  United  States  Letters  Patent  2,767,- 
702  issued  on  October  23,  1956.  Except  as  expressly 
admitted,  plaintiff  denies  each  and  every  allegation 
of  paragraph  15  of  the  counterclaim. 
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For  a  First  Affimaative  Defense  to  the  counter- 
claim, plaintiff  alleges  as  follows: 

7.  Plaintiff  hereby  incorporates  by  reference 
each  and  every  allegation  of  paragraph  7  of  the 
plaintiff's  complaint  for  declaratory  judgment  in 
the  above  entitled  action. 

For  a  Second  Affirmative  Defense  against  the 
counterclaim  the  plaintiff  alleges  as  follows: 

8.  Plaintiff  hereby  incorporates  by  reference 
each  and  every  allegation  of  paragraph  8  of  the 
plaintiff's  complaint  for  declaratory  judgment  in 
the  above  entitled  action. 

Wherefore  the  plaintiff  prays  that  the  defendant 
take  nothing  by  its  counterclaim  and  that  the  plain- 
tiff be  awarded  its  costs  and  attorney's  fees. 

CHRISTIE,  PARKER  &  HALE, 
/s/  By  RICHARD  B.  HOECH, 

Attorneys  for  Plaintiff.  [27] 

[Endorsed] :  Filed  May  29,  1957. 


[Title  of  District  Court  and  Cause.] 

INTERROCATORIES   TO   DEFEOT)AN"T 

Plaintiff  requests  that  the  defendant.  The  Cole- 
man Company,  Inc.,  by  an  officer  thereof  competent 
to  testify  on  its  behalf,  answer  under  oath,  in  ac- 
cordance with  Rule  33  of  the  Federal  Rules  of  Civil 

Procedure,  the  following  interrogatories:  [39] 
«  «  *  «  « 
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[Note :  InteiTOgatories  are  the  same  as  set  out  in 
Answers  of  Defendant  at  pages  13-26.] 

Dated:  Xovember  27,  1957. 

CHRISTIE,  PAEKER  .Jc  HALE, 
JA]MES  B.  CHRISTIE. 
C.  RUSSELL  HALE. 

RICHARD  B.  HOEG-H. 
ASHLEY  STETTART  ORR, 
/s/  Bj  RICHARD  B.  HOECH. 

Attorneys  for  PlaintLtt.  [47] 

Affidavit  of  Serve  by  Mail  Attached.  [IS] 

[Endoi*sed]  :  Filed  l^ovember  29.  1957. 


[Title  of  District  Coiu-t  and  Cause.] 

DEFEND AXT^S  ANSTTERS  TO  PLAIXTIFF'S 
INTERROGATORIES 

Defendant,  The  Coleman  Comi^any.  Inc..  by  Al- 
Trin  B.  Newton,  its  Vice  President  in  Charge  of 
Design  and  Reseai*ch,  answers  the  interrogatories 
served  on  it  by  the  plaintiff  and  dated  Novem1)er 
27,  1957  as  follows: 

It  is  miderstood  that  plaintiff  manufactured  a 
*^ first  series''  of  wall  heatei*s  from  approximately 
1950  to  1954  which  included  models  25NS,  25ND, 
35NS,  35ND,  50ND  and  57ND;  that  defendant  man- 
ufactured a  ''second  series"  of  wall  heaters  from 
sometime  in  1954  to  alx>ut  January,  1957  which 
included  models  250S,  250D,  350S,  350D,  500D, 
and  570D:  and  that  plaintiff  mamifactured  a  ^'thii-d 
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series"  of  wall  heaters  from  aboiit  January,  1957 
to  the  present  which  include  models  25S,  25D,  35S, 
35D,  50D,  and  55D.  For  purpose  of  conciseness  the 
term  "first  series",  ''second  series",  and  "third 
series",  as  thus  understood  and  defined,  will  be 
used  in  the  following  answers. 

Interrogatories  Nos.  1  to  6 

1.  State  which  claim  or  claims,  if  any,  the  de- 
fendant contends  tO'  be  infringed  by  the  plaintiff  or 
its  predecessor,  Holly  Manufacturing  Company,  in 
manufacturing  and  selling  Holly  Wall  heaters  des- 
ignated as  Model  25  NS. 

2.  State  which  claim  or  claims,  if  any,  the  de- 
fendant contends  to  be  infiinged  by  plaintiff  or  its 
predecessor.  Holly  Manufacturing  Company,  in 
manufacturing  and  selling  Holly  wall  heaters  desig- 
nated as  Model  25  ND. 

3.  State  which  claim  or  claims,  if  any,  the  de- 
fendant contends  to  be  infringed  by  the  plaintiff 
or  its  predecessor,  Holly  Manufacturing  Company, 
in  manufacturing  and  selling  Holly  wall  heaters 
designated  as  Model  35  NS. 

4.  State  which  claim  or  claims,  if  any,  the  de- 
fendant contends  to  be  infringed  by  the  plaintiff 
or  its  predecessor,  Holly  Manufacturing  Company, 
in  manufacturing  and  selling  Holly  wall  heaters 
designated  as  Model  35  KD. 

5.  State  which  claim  or  claims,  if  any,  the  de- 
fendant contends  to  be  infringed  liy  the  plaintiff 
or  its  predecessor.  Holly  Manufacturing  Company, 
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in  manufacturing  and  selling  Holly  wall  heateirs 
designated  as  Model  50  ND. 

6.  State  which  claim  or  claims,  if  any,  the  de- 
fendant contends  to  be  infringed  by  the  plaintiff 
or  its  predecessor,  Holly  Manufacturing  Company, 
in  manufacturing  and  selling  Holly  wall  heaters 
designated  as  Model  57  ND. 

Answers  to  Interrogatories  Nos.  1  to  6 
Defendant  in  answering  the  aboA^e  interrogatories 
collectively,  does  not  contend  that  any  claim  of  the 
patent  in  suit  is  infringed  by  any  model  of  the 
"first  series",  being  those  designated  in  the  above 
interrogatories. 

Interrogatories  Nos.  7  to  12 

7.  State  which  claim  or  cla,ims,  if  any,  the  de- 
fendant contends  to'  be  infringed  by  thei  plaintiff 
or  its  predecessor,  Holly  Manufacturing  Company, 
in  manufacturing  and  selling  Holly  wall  heaters 
designated  as  Model  250   S. 

8.  State  which  claim  or  claims,  if  any,  the  de^- 
fendant  contends  to  be  infringed  by  the  plaintiff 
or  its  predecessor.  Holly  Manufacturing  Company, 
in  manufacturing  and  selling  Holly  wall  heaters 
designated  as  Model  250  D. 

9.  State  which  claim  or  claims,  if  any,  the  de- 
fendant contends  to  be  infringed  by  the  plaintiff 
or  its  predecessor.  Holly  Manufacturing  Company, 
in  manufacturing  and  selling  Holly  wall  heaters 
designated  as  Model  350  S. 
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10.  State  which  claim  or  claims,  if  any,  the  dei- 
fendant  contends  to  be  infringed  by  the  plaintiff 
or  its  predecessor.  Holly  Manufacturing  Company, 
in  manufacturing  and  selling  Holly  wall  heaters 
designated  as  Model  350'  D. 

11.  State  which  claim  or  claims,  if  any,  the  de- 
fendant contends  to  be  infringed  by  the  plaintiff 
or  its  predecessor,  Holly  Manufacturing  Company, 
in  manufacturing  and  selling  Holly  wall  heaters 
designated  as  Model  500  D. 

12.  State  which  claim  or  claims,  if  any,  the  de- 
fendant contends  to  be  infringed  by  the  plaintiff 
or  its  predecessor.  Holly  Manufacturing  Company, 
in  manufacturing  and  selling  Holly  wall  heaters 
designated  as  Model  570  D. 

Answers  to  Interrogatories  Nos.  7  to'  12 
Defendant  in  answering  the  above  interrogatories 
collectively,  on  the  basis  of  present  inf onnation  and 
belief,  contends  that  Claim  2  of  the  patent  in  suit 
is  infringed  by  each  and  all  models  of  the  "second 
series",  being  those  designated  in  interrogatories. 
7  to  12. 

Interrogatories  Nos.  13  to  18 

13.  State  which  claim  or  claims,  if  any,  the  de- 
fendant contends  to  be  infringed  by  the  plaintiff 
or  its  precedessor.  Holly  Manufacturing  Company, 
in  manufacturing  and  selling  Holly  wall  heaters 
designated  as  Model  25  D. 

14.  State  which  claim  or  claims,  if  any,  the  de- 
fendant contends  tO'  be  infi-inged  by  the  plamtiff 
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or  its  predecessor,  Holly  Manufacturing  Company, 
in  manufacturing  and  selling  Holly  wall  heaters 
designated  as  Model  25  S. 

15.  State  which  claim  or  claims,  if  any,  the  de- 
fendant claims  to  be  infringed  by  the  plaintiff  or 
its  predecessor,  Holly  Manufacturing  Company,  in 
manufacturing  and  selling  Holly  wall  heaters  desig- 
nated as  Model  35  D. 

16.  State  which  claim  or  claims,  if  any,  the  de- 
fendant contends  to  be  infringed  by  the;  plaintiff 
or  its  predecessor.  Holly  Manufacturing  Cbmxoany, 
in  manufacturing  and  selling  Holly  wall  heaters 
designated  as  Model  35  C. 

17.  State  which  claim  or  claims,  if  any,  the  de- 
fendant contends  to  be  infringed  by  the  plaintiff 
lor  itsi  predecessor.  Holly  Manufacturing  Company, 
in  manufacturing  and  selling  Holly  wall  heaters 
designated  as  Model  50  D. 

18.  State  which  claim  or  claims,  if  any,  the  de- 
fendant contends  to  be  infringed  by  the  plaintiff 
or  its  predecessor.  Holly  Manufacturing  Company, 
in  manufacturing  and  gelling  Holly  wall  heaters 
designated  as  Model  55  D. 

Answers  to  Interrogatories  Nos.  13  to'  18 

Defendant  in  answering  thei  above  interrogatories 
collectively,  contends  on  the  basis  of  information 
and  belief  that  Claim  2  of  the  patent  in  suit  is  in- 
fringed by  each  and  all  models  of  the  ^ 'third  series", 
being  those  designated  in  interrogatories  13  to  18. 
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InteiTogatories  Nos.  19  to  23 

19.  State  which  model  or  models,  if  any,  of  Holly- 
wall  heaters  manufactured  and  sold  by  the  plaintiff 
or  its  predecessor,  Holly  Manufacturing  Company, 
the  defendant  contends  include  a  wall  heater  liaAdng 
a  lower  casing  provided  with  an  inlet  port,  and 
spaced  therefrom  an  outlet  port,  as  claimed  in  claim 
1  of  the  patent  in  suit. 

20.  State  which  model  or  models,  if  any,  of  Holly 
wall  heaters  manufactured  and  sold  by  the  plain- 
tiff or  its  predecessor,  Holly  Manufacturing  Com- 
pany, the  defendant  contends  include  a  lower  casing 
being  adapted  to  be  positioned  at  least  partially 
within  a  room  wall  at  the  l)ottom  portion  thereof, 
as  claimed  in  claim  1  of  the  patent  in  suit. 

21.  State  which  model  or  models,  if  any,  of  Holly 
wall  heaters  manufactured  and  sold  by  the  plaintiff 
or  its  predecessor,  Holly  ^lanufacturing  Company, 
the  defendant  contends  include  a  lower  casing  hav- 
ing means  forming  a  combustion  chamber  moimted 
therein  whereby  air  flowing  thereinto  through  said 
inlet  port,  is  heated  as  it  rises  toward  said  inlet 
port,  as  claimed  in  claim  1  of  the  patent  in  suit. 

22.  State  which  model  or  models,  if  any,  of 
Holly  wall  heaters  manufactured  and  sold  by  the 
plaintiff  or  its  predecessor.  Holly  Manufacturing 
Company,  the  defendant  contends  include  a  barrier 
plate  forming  a  closure  wall  across  said  casing  near 
the  top  thereof,  as  claimed  in  claim  1  of  the  patent 
in  suit. 

23.  State  which  model  or  models,  if  any,  of  Holly 
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wall  heaters  manufactured  and  sold  by  tlie  plaintiff 
or  its  predecessor,  Holly  Manufacturing  Company, 
tlie  defendant  contends  include  a  flue  commmiicat- 
ing  at  its  loAver  end  witii  said  combustion  chamber 
and  adapted  to  extend  upwardly  above  said  barrier 
plate  and  ]>etween  the  space  panels  of  a  room  wall, 
as  claimed  in  claim  1  of  the  patent  in  suit. 

Answers  to  Interrogatories  19  to  23 
Defendant  in  answering  the  above  interrogatories 
collectively  on  the  basis  of  its  information  and 
belief  states  that  each  and  all  of  the  models  of  the 
first,  second  and  third  series  include  the  specified 
elements,  being  those  designated  in  all  of  the  fore- 
going interrogatories. 

Interrogatory  No.  24 
24.  State  which  model  or  models,  if  any,  of  Holly 
wall  heaters  manufactured  and  sold  by  the  plaintiff 
or  its  predecessor,  Holly  Manufacturing  Company, 
the  defendant  contends  include  a  lower  casing  in- 
cluding an  inlet  casing  portion  above;  said  barrier 
plate  and  ha"\dng  an  inclined  top  wall  fomiing  a 
hood  extending  outwardly  from  a  panel  of  said  wall 
and  being  provided  with  an  inlet  opening  there- 
through, as  claimed  in  clahn  1  of  the  patent  in  suit. 

Answer  to  Interrogatoiy  N"o.  24 
Defendant  in  answering  the  above  inten*ogatoiy 
on  the  basis  of  information  and  belief  states  that 
none  of  the  models  of  the  first,  second,  or  third  se- 
ries include  the  specified  element. 
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Interrogatory  No.  25 

25.  State  which  model  or  models,  if  any,  of  Holly 
wall  heaters  manufactured  and  sold  by  the  plaintiff 
or  its  predecessor.  Holly  Manufacturing  Company, 
the  defendant  contends  include  a  flue  casing  about 
said  flue  above  said  barrier  plate  and  being  spaced 
from  said  flue^  to  define  a  flow  passage  thereabout, 
as  claimed  in  claim  1  of  the  patent  in  suit. 

Answer  to  Interrogatory  No.  25 
Defendant  in  answering  the  above  interrogatory 
on  the  basis  of  information  and  belief  states  that 
all  of  the  models  of  the  first,  second  and  third  series 
include  the  specified  element. 

Interrogatory  No.  26 

26.  State  which  model  or  models,  if  any,  of  Holly 
wall  heaters  manufactured  and  sold  by  the  plaintiff 
or  its  x>redecessor,  Holly  Manufacturing  Company, 
the  defendant  contends  include  a  flue  casing  having 
an  inlet  opening  above  and  adjacent  said  barrier 
plate  whereby  air  flomng  into  the  flue  casing  sweeps 
that  plate  in  heat  exchange  relation  therewith,  as 
claimed  in  claim  1  of  the  patent  in  suit- 
Answer  to  Interrogatory  No.  26 

Defendant  in  ansAvering  InteiTogatory  No.  26  on 
the  basis  of  information  and  belief  states  that  each 
of  the  models  of  the  second  and  third  series  include 
the  specified  element  but  that  none  of  the  models 
of  the  first  series  include  it. 

Interrogatory  No.  27 

27.  State  which  model  or  models,  if  any,  of  Holly 
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wall  heaters  manufactured  and  sold  by  the  plaintiff 
or  its  predecessor,  Hollv  ^Maniifactiu-ing  Company, 
the  defendant  contends  include  a  flue  casing  having 
an  enlarged  opening  spaced  a]x)Ye  said  inlet  open- 
ing but  adapted  to  be  below  the  ceiling  level  of  a 
room  space,  as  claimed  in  claim  1  of  the  i^atent  in 
suit. 

Answer  to  Interrogatoiy  27 
Defendant  in  answering  the  above  interrogatory 
on  the  basis  of  infonnation  and  l^elief  states  that 
all  of  the  models  of  the  fii'st,  second  and  third  se- 
ries included  the  specified  element. 

Interrogatory  Xo.  28 

28.  State  which  model  or  models,  if  any,  of  Holly 
wall  heathers  manufactured  and  sold  hj  the  plaintiff 
or  its  predecessor.  Holly  Manufactimng  Company, 
the  defendant  contends  include  a  closiu-e  plate 
within  said  flue  casing  dividing  the  same  into  flow- 
separated  passage  sections,  as  claimed  in  claim  1 
of  the  patent  in  suit. 

Answer  to  Inten^ogatoiy  28 
Defendant  in  answering  the  above  int^iTogatoiy 
on  the  basis  of  infonnation  and  belief  states  that 
none  of  the  models  of  the  fii*st^  second  or  thii'd  se- 
ries included  the  specified  element. 

Tnteri'ogatory  Xo.  29 

29.  State  which  model  or  models,  if  any,  of  Holly 
wall  heatei*s  manufactured  and  sold  by  the  plaintiff 
or  its  predecessor,  Holly  ^lanufactiu-uig  Company, 
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the  defendant  contends  include  a  closure  plate'  hori- 
zontially  di^dding  said  enlarged  opening  to  form  an 
outlet  opening  below  the  closure  plate  and  an  addi- 
tional inlet  opening  above  the  closure  plate,  where- 
by within  a  room  space,  one  iiicrement  of  air 
flows  into  said  heater  casing  through  the  inlet 
port  thereof  and  after  being  heated,  flows  out- 
wardly through  the  outlet  port  thereof,  a  second 
increment  of  air  flows  through  said  hood  inlet  open- 
ing, upwardly  through  said  flue  casing  in  heat  ex- 
change relation  with  said  flue  and  outwardly 
through  said  flue  casing  outlet  opening,  a.  third  in- 
crement of  air  flows  inwardly  into  said  flue  casmg 
through  said  additional  inlet  opening  and  upwardly 
in  heat  exchange  relation  with  said  flue^  as  claimed 
in  claim  1  of  the  patent  in  suit. 

Answer  to  Interrogatory  No.  29 
Defendant  in  answering  the  above  interrogatory 
on  the  basis  of  information  and  belief  states  that 
none  of  the  models  of  the  first,  second  or  third  se- 
ries include  the  specified  element. 

Interrogatories  Nos.  30  to  36 

30.  State  which  model  or  models,  if  any,  of  Holly 
wall  heaters  manufactured  and  sold  by  the  plaintiff 
or  its  predecessor,  Holly  Manufacturing  Company, 
the  defendant  contends  include  a  vertically-extend- 
ing lower  heater  casing  for  housing  a  combustion 
chamber,  as  claimed  in  claim  2  of  the  patent  in 
suit. 

31.  State  which  model  or  models,  if  any,  of  Holly 
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wall  heaters  manufactured  and  sold  by  the  plaintiff 
or  its  predecessor,  Holly  Manufacturing  Company, 
the  defendant  contends  include  an  econoixdzer  cas- 
ing extending  above  said  lower  heating  casing,  as 
claimed  in  claim  2  of  the  patent  in  suit. 

32.  State  which  model  or  models,  if  any,  of  Holly 
wall  heaters  manufactured  and  sold  by  the  plaintiff 
or  its  predecessor,  Holly  Manufacturing  Company, 
the  defendant  contends  include  a  barrier  plate  ex- 
tending across  said  lower  heater  casiing  beneath  said 
economizer  casing  and  near  the  top  of  said  lower 
heater  casing,  as  claimed  in  claim  2  of  the  patent 
in  suit. 

33.  State  which  model  or  models,  if  any,  of  Holly 
wall  heaters  manufactured  and  sold  by  the  plaintiff 
or  its  predecessor,  Holly  Manufacturing  Company, 
the  defendant  contends  include  a  flue  extending 
through  said  barrier  plate  from  within  said  lower 
heater  casing  and  through  said  economizer  casing 
and  in  spaced  relation  tO'  the  side  walls  thereof,  as 
claimed  in  claim  2  of  the  patent  in  suit. 

34.  State  which  model  or  models,  if  any,  of  Holly 
wall  heaters  manufactured  and  sold  by  the  plaintiff 
or  its  predecessor.  Holly  Manufacturing  Company, 
the  defendant  contends  include  the  upper  portion 
of  the  front  of  said  lower  heater  casing  providing 
a  heated  air  outlet  adjacent  the  under  side  of  said 
barrier  plate,  as  claimed  in  claim  2  of  the  patent  in 
suit. 

35.  State  which  model  or  models,  if  any,  of  Holly 
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wall  heaters  manufactured  and  sold  by  the  plaintiff 
or  its  predecessor,  Holly  Manufacturing  Company, 
the  defendant  contends  include  the  front  portion  of 
said  lower  heater  casing  projecting  outwardly  fur- 
ther than  the  front  portion  of  said  economizer 
casing,  as  claimed  in  claim  2  of  the  patent  in  suit. 

36.  State  which  model  or  models,  if  any,  of  Holly 
wall  heaters  manufactured  and  sold  by  the  plaintiff 
or  its  predecessor.  Holly  Manufacturing  Company, 
the  defendant  contends  include  a  projecting  portion 
including  the  forward  portion  of  said  barrier  plate 
and  providing  a  casing  hood  portion  extending 
above  and  over  said  banker  plate  forward  portion, 
as  claimed  in  claim  2  of  the  patent  in  suit. 

Answers  to  Interrogatories  30  to  36 
Defendant  in  answering  the  above  interrogatories 
collectively,  on  the  basis  of  information  and  belief 
states  that  each  of  the  models  of  the  first,  second 
and  third  series  include  the  specified  elements. 

Interrogatory  No.  37 

37.  State  which  model  or  models,  if  any,  of  Holly 
wall  heaters  manufactured  and  sold  by  the  plaintiff 
or  its  predecessor.  Holly  Manufacturing  Company, 
the  defendant  contends  include  a  casing  hood  por- 
tion being  spaced  from  said  l^arrier  plate  forward 
portion  to  provide  a  passage  for  the  flow  of  air  over 
the  upper  surface  of  said  baiTier  plate  for\vard  por- 
tion, as  claimed  in  claim  2  of  the  patent  in  suit. 

Answer  to  Interrogator^^  37 
Defendant  in  answering  the  above  interrogatory 
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on  tlie  basis  of  information  and  belief  states,  that 
each  model  of  the  second  and  third  serie^s  included 
thei  specified  element  but  that  said  element  was  not 
included  in  any  model  of  the  first  series. 

Interrogatories  Nos.  38  and  39 

38.  State  which  model  or  models,  if  any,  of  Holly 
wall  heaters  manufactured  and  sold  by  the  plaintiff 
lor  its  predecessor,  Holly  Manufacturing  Company, 
the  defendant  contends  include  an  economizer  cas- 
ing having  an  air  inlet  near  the:  bottom  of  the  front 
thereof  and  an  air  outlet  above  said  inlet  but 
adapted  to'  be  below  the  ceiling  level  of  a  room 
space,  as  claimed  in  claim  2  of  the  patent  in  suit. 

39.  State  which  model  or  models,  if  any,  of  Holly 
wall  heaters  manufactured  and  sold  by  the  x)laintiff 
or  its  predecessor.  Holly  Manufacturing  Comioany, 
the  defendant  contends  include  an  economizer  air 
inlet  being  positioned  imvardly  of  said  barrier  plate 
forward  portion  and  adjacent  the  upper  surface  of 
said  barrier  plate,  as  claimed  in  claim  2  of  the  pat- 
ent in  suit. 

Answers  to  Interrogatories  38  and  39 
Defendant  in  answering  the  above  interrogatories 
collectively,  on  the  basis  of  information  and  belief 
state  that  each  model  of  the  first,  second  and  third 
series  inchided  the  specified  elements. 

Interrogatory  40 

40.  State  which  model  or  models,  if  any,  of  Holly 
wall  heaters  manufactured  and  sold  by  the  plaintiff 
or  its  predecessor,  Holly  Manufacturing  Company, 
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the  defendant  contends  include  a  casing  hood  por- 
tion providing  a  room  air  inlet  opening,  said  room 
air  inlet  means  adapted  to  commim.icate  on  one  side 
with  the  room  atmosphere:  and  on  the  other  with 
said  air  passage  over  the  upper  surface  of  the  for- 
ward x>ortion  of  said  barrier  plate  and  said  room 
air  inlet  means  being  constructed  and  an^anged  to 
cause  room  air  to  pass  over  the  said  upper  surface 
of  the  said  barrier  plate  forward  portion  in  heat 
exchange  relation  theremth,  as  claimed  in  claim  2 
of  the  patent  in  suit. 

Answer  to  Interrogatory  No.  40 
Defendant  in  answering  the  above  interrogatory 
on  the  basis  of  information  and  belief  states  that 
each  model  of  the  second  and  third  series;  included 
the  specified  element  but  that  said  element  was  not 
included  in  any  model  of  the  first  series. 

Interrogatories  Nos.  41  to  45 

41.  State  whether  or  not  any  wall  heaters  manu- 
f actiired  or  sold  by  the  defendant  have  been  marked 
mth  the  legend  ''Patent  No.  2,767,702,"  or  "patent 
No.  2,767,702,"  or  a  similar  legend  which  includes 
the  patent  number  of  the  patent  in  suit. 

42.  State  which  models,  if  any,  of  wall  heaters 
manufactured  or  sold  by  the  defendant  have  been 
marked  ^rith  the  number  of  the  patent  in  suit. 

43.  State  the  date  on  which  patent  marking  per- 
taining to  Patent  No.  2,767,702  was  first  placed  on 
any  wall  heaters  manufactured  or  sold  by  the  de- 
fendant on  or  after  October  23,  1956. 
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44.  State  all  types  of  marking,  pursuant  to  35 
U.S.C,  Section  287,  which  has  been  placed  upon 
any  Avail  heaters  manufactured  or  sold  by  the  de- 
fendant. 

45.  AVhere,  on  any  wall  heaters  manufactured  or 
sold  by  the  defendant,  is  any  marking  of  the  patent 
in  suit  placed. 

Answers  to  Interrogatories  41  to  45 
Defendant  in  answering  the  above  interrogatories 
collectively  admits  that  its  gas  wall  heaters  which 
were  being  manufactured  and  sold  at  the  time  of 
issuance  of  the  patent  in  suit  and  which  wall  heat- 
ers have  subsequently  been  discontinued  were  not 
marked  with  any  notice  by  patent  nimiber  or  other- 
wise with  respect  to  the  patent  in  suit. 

ALWIN  B.  :NrEWTO]Sr, 

Vice  President,  Design  &  Research,  The  Coleman 
Company,  Inc. 

State  of  Kansas 
County  of  Sedgwick — ss. 

Alwin  B.  Xevrton,  being  duly  sworn,  deposes  and 
says  that  he  resides  at  3511  Ehnwood  Drive,  Wich- 
ita 17,  Kansas;  that  he  is  the  Vice  President  in 
charge  of  Design  and  Research  of  The  Coleman 
Company,  Inc.,  defendant  herein;  and  that  he  has 
read  the  foregoing  answers  to  interrogatories  and 
knoAvs  the  contents  thereof  and  that  the  same  are 
true  of  his  oAvn  knowledge,  except  as  to  mattei^ 


The  Siegler  Corporation  27 

therein  stated  to  be  on  infoimation  and  belief,  and 
as  to  tliose  matters  lie  believes  tlieni  to  ]>e  true. 

/s/  ALWIN  B.  NEWTON. 

Subscribed  and  sworn  to  before  me  this  3rd  day 
of  Febrnary,  1958. 

[Seal]         /s/  LILLIAN  A.  DICKENS, 

Notary  Public  in  and  for  said  Coimty  and  State. 
My  Commission  Expires  Jim.e  29,  1959. 

Affidavit  of  Service  by  Mail  Attached.  [14] 

[Endorsed] :  Filed  Februaiy  11,  1958. 


[Title  of  District  Court  and  Cause.] 

PLAINTIFF^S  REQUESTS  FOR 
ADMISSIONS 

The   plaintiff  requests  that  the   defendant.    The 

Coleman  Company  Inc.,  pursuant  to  the  provisions 

of  Rule  36  of  the  Federal  Rules  of  Civil  Procedure, 

admit  or  deny  the  following  facts:  [49] 
***** 

[Note:  Facts  to  ])e  admitted  are  set  out  in  the 
Defendant's  Reply  at  pages  29-30.] 

Dated  this  27th  day  of  November,  1957. 

/s/  RICHARD  B.  HOEGH. 

Affidavit  of  Service  by  Mail  Attached.  [51] 

[Endorsed] :  Filed  November  29,  1957. 
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[Title  of  District  Court  and  Cause.] 

XOTICE   PURSUAXT    TO   35   U.S.C.    SEC.  282 

You  and  Each  of  You  Will  Please  Take  Notice 
that  as  ]3resently  advised,  iDlaintifc  will  rely  upon 
the  following  jDrior  aii:  as  showing  anticipation  of 
the  patent  in  suit: 

United  States  Letters  Patent  ]^o.  268,860,  issued 
to  Browell  on  December  12,  1882,  and  wiH  present 
the  testimony  of  the  following  named  person  as  the 
prior  inventor,  or  as  having  prior  knowledge  of,  or 
as  having  previously  used  the  purported  invention 
of  the  patent  in  suit :  John  H.  Hollingsworth,  1976 
j^orth  Roosevelt  Avenue,  Altadena,  California.  [55] 

This  notice  is  given  pursuant  to  35  U.S.C.  Sec. 
282. 

Dated  January  14,  1958. 

C^HRISTIE,  PAPtE:ER  k  HALE, 
/s/  By  RICHARD  B.  HOEGH.  [56] 

Affidavit  of  Service  by  JMail  Attached.  [57] 

[Endorsed] :  Filed  January  15,  1958. 
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[Title  of  District  Court  and  Cause.] 

DEFENDANT'S  REPLY  TO  PLAINTIFF'S 
REQUEST  FOR  ADMISSIONS  UNDER 
RULE    36 

State  of  Kansas 
County  of  SedgAvick — ^ss. 

Alwin  B.  Newton,  being  duly  sworn  on  oath  and 
in  response  to  Plaintiif's  Request  for  Admissions 
Under  Rule  36,  responds  to  the  six  paragraphs  of 
Plaintiff's  Request  as  follows: 

1.  That  claim  1  of  the  patent  in  suit  does  not 
cover  wall  heater  models  25NS,  25ND,  35NS,  35ND, 
50ND  or  57ND  manufactured  and  sold  by  the 
plaintiff  or  its  predecessor.  Holly  Manufacturing 
Company. 

Answer:  Admitted. 

2.  That  claim  1  of  the  patent  in  suit  does  not 
cover  wall  heater  models  250S,  250D,  3508,  350D, 
500D,  570D  manufactured  and  sold  by  the  plaintiff 
or  its  predecessor.  Holly  Manufacturing  Company. 

Answer:  Admitted.  [65] 

3.  That  claim  1  of  the  patent  in.  suit  does  not 
cover  wall  heater  models  25S,  25D,  358,  35D,  50D, 
55D  manufactured  and  sold  by  the  plaintiff  or  its 
predecessor,  Holly  Manufacturing  Company. 

Answer:  Admitted. 

4.  That  claim  2  of  the  x)atent  in  suit  does  not 
cover  wall  heater  models  25NS,  25ND,  35NS,  35ND, 
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50ND  or  57ND  manufactured  and  sold  by  the  plain- 
tiff or  its  predecessor,  Holly  Manufacturing  Com- 
pany. 

Answer:  Defendant  is  not  in  a  position  to  for- 
mally admit  or  deny  this  request  at  the  present 
time  since  it  has  had  no  opportmiity  to  examine 
all  of  the  heater  models  specified  in  plainti:ff's  re- 
quest No.  4.  On  the  basis  of  infoiination  and  belief, 
however,  it  is  probably  true  that  Claim  2  of  the 
patent  in  suit  does  not  cover  wall  heater  models 
25NS,  25ND,  35NS,  35ND,  50ND  and  57OT)  manu- 
factured and  sold  by  the  plaintiff  or  its  predecessor, 
Holly  ]\Ianufacturing  Company. 

5.  That  claim  2  of  the  patent  in  suit  does  not 
cover  wall  heater  models  250S,  250D,  350S,  350D, 
500D,  570D  manufactured  and  sold  by  the  plaintiff 
or  its  predecessor  Holly  Manufacturing  Company. 

Answer:  Defendant  is  not  in  a  position  to  for- 
mally admit  or  deny  plaintiff^s  request  No.  5  since 
it  has  not  had  an  opportunity-  to  examine  all  of  the 
models  specified  therein.  On  the  basis  of  informa- 
tion and  belief,  however,  it  is  probable  that  Claim 
2  of  the  patent  in  suit  does  cover  and  is  infringed 
by  wall  heater  models  250S,  250D,  350S,  350D,  500D 
and  570D  manufactured  and  sold  by  the  plaintiff 
or  its  predecessor.  Holly  Manufacturing  Company. 

6.  That  claim  2  of  the  patent  in  suit  does  not 
cover  wall  heater  models  25S,  25D,  35S,  35D,  50D, 
55D  manufactured  and  sold  by  the  plaintiff  or  its 
predecessor.  Holly  Mamifacturing  Company. 
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Answer:  Defendant  is  iinable  to  formally  admit 
or  deny  [66]  plaintiff's  request  No.  6  since  it  has 
not  had  an  opportunity  to  examine  all  of  the  mod- 
els specified  therein.  On  the  basis  of  information 
and  ])elief,  however,  it  is  probably  true  that  Claim 
2  in  the  patent  in  suit  does  cover  and  is  infringed 
by  wall  heater  models  25S,  25D,  35S,  35D,  50D  and 
55D  manufactured  and  sold  by  the  plaintiff  or  its 
predecessor,  Holly  Manufacturing  Company. 

/s/  ALWIN  B.  KEWTON, 
Vice  President,  Design  and  Research,  The  Coleman 
Company,  Inc. 

Subscribed  and  sworn  to  before  me,  a  notary  pub- 
lic, this  3rd  day  of  February,  1958. 

[Seal]         /s/  LILLIAN  A.  DICKENS, 

Notary  Pubhc. 
My  Commission  Expires  Jime  29,  1959.  [67] 

Affidavit  of  Service  by  Mail  Attached.  [68] 

[Endorsed] :  Filed  February  11,  1958. 


[Title  of  District  Court  and  Cause.] 

INTERROaATORIES    TO    PLAINTIFF 

Defendant  requests  that  the  plaintiff,  The  Siegler 
Corporation,  by  an  officer  thereof  competent  to 
testify  on  its  behalf,  answer  luider  oath,  in  accord- 
ance with  Rule  33  of  the  Federal  Rules  of  Civil 

Procedure,  the  following  interrogatories:  [69] 
***** 
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[Note:  InteiTogatorieiS  are  the  same  as  set  out 
in  Answers  of  Plainti:ff  at  pages  32-34.] 

Dated:  February  20,  1958. 

PARKER,  STANSBURY,  REESE  & 
McOEE,  DAWSON,  TILTON, 
FALLON  &  LUNOMUS, 
/s/  By  RAYMOND  O.  STANBURY, 

Attorneys  for  Defendant.  [70] 

Afadavit  of  Service  by  Mail  Attaclied.  [71] 
[Endorsed] :  Filed  February  21,  1958. 


[Title  of  District  Court  and  Cause.] 

PLAINTIFF'S  ANSWERS  TO  DEFENDANT'S 
INTERROOATORIEiS 

Pursuant  to  Rule  33  of  the  Federal  Rules  of  Civil 
Procedure,  plaintiff  answers  defendant's  interrog- 
atories as  follows: 

1.  ''With  respect  to  plaintiff's  'first  series'  of 
wall  heaters,  includitig  models  25NS,  25ND,  35NS, 
35ND,  50ND  and  57ND,  can  the  model  35NS  be 
taken  as  representative  or  typical  of  the  operation 
of  all  of  the  models  of  said  first  series  with  respect 
to  the  issues  in  this  suit?  If  not,  state  which  model 
or  models  may  so  he  taken  as  typical  or  representa- 
tive. " 

Plaintiff's  model  35NS  cannot  be  taken  as  repre^ 
sentative  or  typical  of  the  operation  of  all  the  mod- 
els of  plaintiff's  first  series  witli  respect  to  the  is- 
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sues  of  tliis  suit.  No  model  [72]  of  plamtiff's,  first 
series  ma,y  be  taken  as  typical  or  representative. 

2.  "With  respect  to  plaintiff's  'second  series'  of 
wall  heaters,  including  models  250S,  250D,  SSO'S, 
350D,  500D,  and  570D,  can  model  350S  be  taken 
as  representative  or  typical  of  the  operation  of  all 
of  the  models  of  said  second  series  with  respect 
to  the  issues  in  this  suit?  If  not,  state  which  model 
or  models  may  be  so<  taken  as  typical  or  represent- 
ative." 

Plaintiif 's  model  350S  cannot  be  taken  as.  repre- 
sentative or  typical  of  the  operation  of  all  the 
models  of  plaintiff's  second  series  with  respect:  to 
the  issues  of  this  suit.  No.  model  of  plaintiff's  sec- 
ond series  may  be  taken  as  typical  or  representa- 
tive. 

3.  "With  respect  to  plaintiif's  'third  series'  of 
wall  heaters,  including  models  25S,  25D,  358,  35D, 
50D  and  55D,  can  model  39S  be  taken  as  represent- 
ative or  typical  of  the  operation  of  all  of  the  mod- 
els of  said  third  series  mth  respect  to  the  issues  in 
this  suit?  If  not,  state  which  model  or  models  may 
be  so  taken  as  typical  or  represeutative. " 

Plaintiff's  model  35S  cannot  be  taken  as  repre- 
sentative or  typical  of  the  operation  of  all  the 
models  of  plaintiff's  third  series  with  respect  to 
the  issues  of  this  suit.  No  model  of  plaintiff's  third 
■series  may  be  so  taken  as  typical  or  representative. 

4.  "With  furiher  reference  to  plaintiff's  'third 
series'  of  wall  heaters,  is  there  any  difference  in 
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the  operation  of  model  25'S  from  model  35 S  with 
respect  to  the  issues  in  this  siiit?'^ 

The  difference  in  input  between  the  model  25S 
and  the  model  35  S  of  plaintiff's  third  series  of  wall 
heaters  causes  [73]  differences  in  the  volmne  of  air 
flow  througii  the  heaters  and  in  the  amount  of  heat 
which  is  transmitted  from  the;  heater  to  the  air 
flo'Aving  througii  the  heater.  Plaintiff  does  not  con- 
sider that  either  the  25S  or  the  35S  can  possibly 
be  considered  to  infringe  the  defendant's  patent 
and  for  that  reason  states^  that  there  is  no  differ- 
ence in  operation  between  the  two  models  with 
respect  to  the  issues  of  this  law  suit.  However,  tO' 
the  extent  that  the  issues  of  this  law  suit  may  be 
resolved  ux)on  a  matter  of  degTee  of  heat  transfer 
or  air  flow,  there  is  a  difference  in  the  operation 
between  the  two  models. 

Dated  this  7th  day  of  March,  1958. 

CHRISTIE,  PARKER  &  HALE, 
/s/  By  RICHARD  B.  HOECH. 

State  of  California 
County  of  Los  Angeles — ss. 

Paul  H.  Hammond,  being  duly  sworn,  deposes 
and  says  that  he  is  the  Assistant  'Secretary  of  The 
Siegler  Corporation ;  and  that  he  has  read  the  fore- 
going answers  to  interrogatories  and  knows  the 
contents  thereof  and  that  the  same  are  tme  of  his 
own  knowledge,  except  as  to  matters  therein  stated 
to  be  on  infonnation  and  l>elief,  and  as  to  those 
matters  he  believes  them  to  be  time. 

/s/  PAUL  H.  HAMMOND. 
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Subscribed  and  sworn  tO'  l^efore  me  this  Ttli  day 
of  March,  1958. 

[Seal]         /s/  BERNICE  QOQcO, 
Notary  Public  in  and  for  the  County  of  Los,  An- 
geles, State  of  California.  My  Conimission  Ex- 
pires May  8,  1960.  [74] 

Affidavit  of  Service  by  Mail  Attached.  [75] 

[Endorsed] :  Filed  March  10,  1958. 


[Title  of  District  Court  and  Cause.] 

PRETRIAL  STATEMENT 

The  parties  hereto,  for  the  purpose  of  simplifying 
the  issues,  agree  as  follows: 

1.  That  the  defendant  is  the  o\^mer  of  United 
States  Letters  Patent  No.  2,767,702.  (This  is  re- 
ferred to  as  the  Giwosky  Patent  and  covers  a  type 
of  wall  heater.) 

2.  That  on  or  about  December  31,  1956  the  de- 
fendant, by  a  letter  addressed  to  Holly  Manufac- 
turing Company,  Inc.,  gave  notice  to'  said  addressee 
of  alleged  infringement  of  the  aforesaid  patent.  It 
is  admitted  that  said  notice  was  effective  as  to 
plaintiff. 

3.  That  ever  since  November  29,  1955,  Holly 
Manufacturing  Company,  Inc.  has  been,  and  now 
is,  a  division  of  plaintiff  company,  and  is  known 
as  "Holly  Manufacturing  Company,  a  division  of 
The  Siegler  Corporation."  [76] 


36  The  Coleman  Company,  Inc.,  vs. 

4i.  On  Febmary  8,  1957  plaintiff  filed  tMs  action 
for  declaratoiy  relief,  alleging  non-infringement 
and  invalidity. 

5.  On  May  6,  1957  defendant  filed  its  answer  and 
counterclaim.  By  said  counterclaim  defendant  seeks 
an  adjudication  of  validity  and  infringement,  an 
injunction  and  an  accounting  of  damages. 

6.  Plaintiff  manufactured  and  sold  its  '^ first  se- 
ries" of  wall  heaters  from  approximately  1950  to 
1954  wliich  included  models  25KS,  25^0,  35:N^S, 
35ND,  45ND  and  55OT);  its  "second  series'  of  wall 
heaters  from  some  time  in  1954  to  about  January, 
1957  which  included  models  2508,  250D,  350S,  350D, 
500D,  and  570D;  and  its  "third"  or  ''ciu-rent"  se- 
ries of  wall  heaters  from  about  January,  1957  which 
includes  models  25S,  25D,  35S,  35D,  50D,  and  55D. 
In  all  the  foregoing  model  designations  the  first 
two  nmnerals  indicate  the  rated  capacity  in  thou- 
sands of  B.T.U.'s  and  the  last  letter  indicates 
whether  the  model  is  a  single  or  double  wall  type 
(e.g.  25N'S  is  a  25,000  B.T.U.  single  wall  model, 
350D  is  a  35,000  B.T.F.  double  wall  model,  etc.). 

7.  The  Giwosky  patent  in  suit  contains  two 
claims.  Claim  1  is  not  in  issue  raider  the  pleadings 
of  either  parts^  The  contentions  of  the  parties  with 
respect  to  the  issues  herein  relate  to  Claim  2  of 
said  patent. 

Statement  of  Contentions 
Plaintiff's  Contentions 
1.    The  plaintiff  contends  that  the  aforesaid  let- 
ters patent  are  invalid  for  the  following  reasons: 
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(a)  Hany  Griwosky,  named  in  said  patent  as 
the  inventor,  was  not  the  first  inventor  of  the  pur- 
j)orted  invention  or  inventions  described  or  claimed 
in  said  patent;  [77] 

(b)  The  purported  invention  or  inventions  de- 
scribed or  claimed  in  said  patent  are  noti  patentable 
in  view  of  the  state  of  the:  art  at  the  time  said  pnr- 
liorted  invention  or  inventions  were  made; 

(c)  More  than  one  year  prior  tO'  the^  date  on 
which  the  application  for  said  patent  was  filed  the 
purported  invention  or  inventions  descrilDcd  or 
claimed  in  said  patent  were  in  public  use  and  on 
sale  in  the  United  States; 

(d)  More  than  one  year  prior  to  the  date  on 
which  the  application  for  said  patent  was  filed  the 
purported  invention  or  inventions  described  or 
claimed  in  said  patent  were  described  in  printed 
publications  in  the  United  States  or  a  foreign 
coim^try ; 

(e)  The  changes  and  amendments  in  the  claims, 
and  specification  of  the  application  for  said  patent 
during  the  prosecution  of  said  application  in  the 
Patent  Office  broadened  the  application  to'  embrace 
a  purported  invention  not  described  in  the  original 
application  as  filed; 

(f)  The  subject  matter  of  said  claim  is  not  em- 
bra.ced  in  the  statement  of  invention  or  claims  of 
the  original  application  and  no  supplemental  oath 
was  filed  to  cover  the  subject  matter  of  such  claim. 

2.    Plaintiff,  with  respect  to  the  claim  of  invalid- 
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ity  of  the  patent,  will  fiiii:lier  rely  on  United  States 
Patent  No.  268,860,  issued  to  Browell,  December 
12,  1882;  United  States  Patent  No.  2,602,441,  is- 
sued to  Holly  Manufacturing  Company  July  8, 
1952;  the  file  history  of  the  Griwosky  Patent  No. 
2,677,702 ;  and  testimony  of  John  H.  Hollingsworth, 
Altadena,  California.  [78] 

3.  Plaintiff  alleges  that  the  Griwosky  Patent  is 
not  infringed  by  any  of  its  wall  heaters. 

Defendant's  Contentions 

1.  Defendant  contends  that  the  manufacture 
and/or  sale  of  plaintiff's  ''second  series"  of  wall 
heaters  and  plaintiff's  "current"  or  "third"  series 
of  wall  heaters  (as  to  each  and  all  models  of  both 
of  said  series)  infringe  the  Griwosky  patent.  It  is 
not  contended  that  plaintiff's  "first  series"  of  wall 
heaters  would  have  infringed  the  Griwosky  patent 
even  if  heaters  of  said  "first  series"  were  manufac- 
tured and/or  sold  after  the  issuance  of  said  Giwo- 
sky  patent. 

2.  Defendant  contends  that  the  Giwosky  patent 
is  good  and  valid  in  law,  and  that  defendant's 
counterclaim  for  infringement  against  plaintiff  can- 
not be  defeated  for  any  of  the  alleged  reasons  speci- 
fied herein  under  "Plaintiff's  Contentions". 

3.  With  respect  to  plaintiff's  "first  series"  of 
wall  heaters,  defendant  contends  that  none  of  the 
heaters  of  this  series  which  Avere  manufactured 
and/or  sold  prior  to  October  1,  1953  (the  filing 
date  of  the  Giwosky  patent  application)  were  an- 
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ticipatory  of  the  novel  construction  and  arrange- 
ment of  the  combination  wall  heater  and  econo- 
mizer covered  by  the  patent  in  suit,  said  ''first  se- 
ries" according  to  defendant's;  contention  being 
constructed  entirely  according  to  plaintiff's  Hol- 
lingsworth  et  al.  Patent  ¥0.  2,602,441  without  in- 
corporating the  distinctive  features  of  defendant's 
Giwosky  patent  No.  2,767,702. 

Signed  at  Los  Ajigeles,  California,  this  25th  day 
of  March,  1958. 

CHRISTIE,   PARKER   &   HALE, 
/s/  By  RICHARD  B.  HOEGH. 

PARKER,   STANBURY,  REESE  & 
McGEE, 
/s/  By  RAYMOKD  G-.  STANBURY.  [79] 

[Endorsed] :  Filed  March  28,  1958. 


[Title  of  District  Court  and  Cause.] 

AFFIDAVITS,  PRIOR  ART  PATENTS  IN 
SUPPORT  OP  PLAINTIFF'S  MOTION 
FOR    SUMMARY    JUDOMENT 

AFFIDAVIT  OF  HARRY  L.  GIWOSKY 

Hariy  L.  Giwosky,  being  duly  sworn,  deposes  and 
states  as  follows: 

1)  I  am  the  Harry  L.  Giwosky  who  filed  appli- 
cation Serial  No.  383,472  on  October  1,  1953,  for 
improvements  in  wall  heaters  and  upon  which 
United  States  Patent  No.  2,767,702  was  granted 
October  23,  1956. 
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2)  At  and  prior  to  tlie  time  that  I  designed  the 
wall  heater  and  economizer  structure  that  is  shown 
and  described  in  said  application  I  was  employed 
by  The  Coleman  Company  at  Wichita,  Kansas.  I 
left  the  employ  of  The  Coleman  Company  in  April 
1954,  and  since  that  time  I  have  been  employed 
by  David  White  Instrmnent  Company  in  Milwau- 
kee, Wisconsin.  I  am  now  Vice  President  of  Manu- 
facturing for  the  David  White  Instrument  Com- 
pany. 

3)  The  Coleman  Company  made  a  practice  of 
obtaining  [81]  all  the  heaters  sold  by  its  competi- 
tors. Prior  to  the  time  that  I  designed  the  wall 
heater  and  economizer  stiiictiire  that  is  shown  and 
described  in  said  patent  application,  I  had  exam- 
ined and  was  familiar  with  the  wall  heaters 
equipped  with  secondary  heat  exchangers  made 
and  sold  by  the  Holly  Manufacturing  Company  of 
Pasadena,  California. 

4)  The  wall  heater  and  economizer  structure 
shown  and  described  in  said  patent  application  has 
a  third  stage  of  heat  exchange.  Referiing  to  the 
drawings  in  the  imtent  application  the  third  stage 
of  heat  exchange  occurs  between  flue  gases  travel- 
ling upward  in  the  flue  17  and  room  air  drawn  into 
the  casing  22  (which  surroim.ds  the  flue  below  the 
ceilmg  of  the  room)  through  the  opening  27.  This 
room  air,  after  passing  upwardly  through  the  casing 
22,  is  discharged  upwardly  into  the  annulus  l^e- 
tween  the  pipes  29  and  30  and  thence  into  the 
attic  or  outside  the  house. 
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5)  Prior  to  the  time  tliat  I  filed  said  application 
I  had  built  and  tested  a  wall  heater  and  economizer 
structure  similar  in  all  respects  to  that  shoAvn  and 
described  in  said  application,  except  that  it  lacked 
the  third  stage  of  heat  exchange  referred  tO'  above 
and  had  foiuid  that  such  a.  wall  heater  was  unsatis- 
factory because  of  overheating  in  the  upper  part 
of  the  economizer.  This  wall  heater  and  economizer 
structure  had  only  two  stages  of  heat  exchange.  It 
was  sulmiitted  to  the  American  Gas  Association  for 
test  and  failed  to  pass. 

6)  My  said  application,  as  originally  filed,  was 
directed  to  a  wall  heater  and  economizer  structure 
with  three  stages  of  heat  exchange,  one  in  the  pri- 
mary wall  heater  proper  near  tiie  floor  of  the  room 
and  two  along  the  flue  above  said  wall  heater.  This 
is  shown  hj  the  statement  in  the  application  as 
originally  filed  (page  2,  lines  11-15)  that  [82] 

"*  *  *  A  still  further  object  is  to  provide  a  struc- 
ture in  which  a  plurality  of  cooling  streams  are 
employed  in  connection  with  the  flue,  the  streams 
being  introduced  at  the  points  where  greatest  dan- 
ger of  overheating  is  present." 

and  by  the  statement  (page  5,  lines  13-26)  that 

''In  the  foregoing  structure  it  will  be  observed 
that  in  addition  to  the  air  heated  by  the  primaiy 
wall  heater,  there  are  introduced  into  the  wall  in- 
terior or  into  the  casing  22  therein,  at  least  two 
increments  of  cooling  air.  The  first  increment, 
which  is  entirely  separate  from  the  air  being  heated 
hy  the  wall  heater,  is  that  increment  introduced 
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through  the  openings  20  and  21,  and  it  will  be  ob- 
ser\'ed  that  this  cool  air  is  impinged  upon  the 
closure  x:)late  18  unmediately  above  the  wall  heater 
casing.  The  second  point  at  which  a  dangerously 
high  temperature  might  be  reached  is  the  closiu'e 
26  at  the  upper  end  of  the  economizer,  and  at  this 
point  the  second  increment  of  cool  air  passmg  in- 
wardly through  opening  27  is  impinged." 

7.  The  first  pomt  at  which  a  dangerously  high 
temperature  might  be  reached  in  the  economizer 
shown  and  described  in  my  application  is  where 
the  wall  panel  12  comes  in  contact  with  the  flange 
near  the  bottom  of  the  economizer  casing  22.  I  have 
marked  this  i>oint  ''A"  on  the  attached  copy  of 
United  States  Patent  No.  2,767,702.  The  waU  panel 
12  may  be  made  of  combustible  material  and  may 
catch  fii'e  if  it  is  heated  too  highly.  The  closiu^e 
plate  18,  on  the  contrary,  is  not  in  contact  with 
combustible  material  and  represents  no  fii'e  hazard 
even  if  it  is  highly  heated.  Consequently,  there  is 
no  need  to  construct  or  arrange  the  room  aii'  inlets 
20,  21,  which  are  located  above  this  bamer  plate 
to  cause  room  air  admitted  throTigh  these  inlet 
means  to  pass  over  any  portion  of  this  baiTier 
plate  in  [83]  heat  exchange  relation  therewith. 
Whether  or  not  this  room  air  is  in  heat  exchange 
relationship  "with  the  barrier  plate  is  of  no  conse- 
quence, and  I  have  never  regarded  that  such  heat 
exchange  relation  is  a  pari  of  the  invention  for 
which  I  filed  said  application. 

8)    As  originally  filed,  my  said  application  con- 
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tained  slx  claims,  all  of  which  were  limited  to  wall 
heater  structures  with  three  stages  of  heat  ex- 
change, the  second  and  third  being  along  the  flue 
above  the  wall  heater.  None  of  these  claims  re- 
quired that  room  air  be  brought  into  heat  exchange 
relationship  with  the  barrier  plate  that  separates 
the  first  and  second  stages  of  heat  exchange. 

9)  I  was  not  informed  as  to  any  amendments 
made  in  the  specification  and  claims  of  my  applica- 
tion during  its  prosecution  in  the  United  States 
Patent  Office,  nor  did  I  ever  receive  a  request  to 
make  any  oath  that  the  subject  matter  of  any  of 
said  amendments  was  part  of  my  invention  and 
was  invented  before  I  filed  my  original  application. 

1  have  never  made  any  such  oath. 

10)  I  have  read  United  States  Patent  ^o.  2,161,- 
702  granted  October  23,  1966,  and  am  familiar  with 
it.  I  have  obser\'ed  that  claim  1  of  said  patent  re- 
quires the  three  stages  of  heat  exchange,  inclluding 
the  third  stage  without  which  I  had  found  that 
the  wall  heater  and  economizer  structure  shown,  and 
described  in  said  patent  were  imsatisfactory  and 
would  not  meet  AGA  requirements.  However,  claim 

2  of  said  patent  makes  no  reference  to  the  third 
stage,  which  prior  to  the  time  my  patent  applica- 
tion was  filed,  I  had  found  to  be  essential  to  the 
proper  operation  of  the  device  to  which  the  patent 
is  directed  and  which  was  required  by  the  claims 
as  originally  filed. 

11)  Both  claims  1  and  2  of  United  States  Pat- 
ent No.  2,767,702  require  that  room  air  introduced 
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into  the  second  stage  of  heat  exchange  be  brought 
into  heat  exchange  relationship  with  the  [84]  bar- 
rier plate  at  the  bottom  of  the  economizer.  As.  I 
have  already  stated,  this  heat  exchange  relation- 
ship is  of  no  consequence.  I  never  considered  that 
the  l^ringing  about  of  such  relationship  was  a  part 
of  the  invention  to  which  my  application  was  di- 
rected and  never  intended  to  claim  it  as  a  part 
thereof. 

12)  I,  Harry  L.  Giwosky,  the  affiant  herein,  am 
competent  to  testify  to  the  matters  herem  stated. 

/s/  HARRY  L.  aiWOSKY. 

State  of  Wisconsin 
County  of  Milwaukee — ss. 

Subscril^ed  and  sworn  to  before  me  this  20th  day 
of  November,  1957. 

[Seal]        /s/  a.  R.  FLYN;N, 

Notary  Public.  3-12-1961.  [85] 

[H.  L.  Giwosky  Patent  No.  2,767,702  dated 
October  23,  1956  is  set  out  in  the  Book  of  Ex- 
hibits at  page  314.] 

AFFIDAVIT  OF  PAUL  H.  HAMMOND 

State  of  California 
County  of  Los  Angeles — ss. 

I,  Paul  H.  Hammond,  iDeing  duly  sworn,  state  as 
follows :  I  am  an  Assistant  Secretaiy  of  The  Siegler 
Corporation  and  all  books,  records  and  accounts 
kept  hj  The  Siegler  Corporation  at  its  place  of 
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business  at  875  South  Arroyo  Parkway,  Pasadena, 
California,  are  under  my  direct  supei^ision  and 
control.  On  or  about  November  29,  1955,  The  Siegler 
Corporation  acquired  all  the  assets  of  Holly  Manu- 
facturiiig  Company,  located  at  875  South  Arroyo 
Parkway,  Pasadena,  California.  Prior  to  November 
29,  1955,  I  was  a  Vice  President  of  Holly  Manu- 
facturing Company.  The  records  of  Holly  Manu- 
facturing Company  show  that  Holly's  "second  se- 
ries" of  wall  heaters  went  into  production  in 
February,  1954,  and  the  first  sales  of  wall  heaters 
in  the  "second  series"  were  sales  of  Model  350'S 
in  April,  1954.  Holly's  so-called  "second  series"  of 
wall  heaters  were  sold  continuously  thereafter 
throughout  the  United  States  during  the  remainder 
of  the  year  1954,  and  the  years  1955  and  1956. 

/s/  PAUL  H.  HAMMOND. 

Subscribed  and  sworn  to'  before  me  this  28th  day 
of  March,  1958. 

[Seal]         /s/  LENORE  TAFOYA, 
Notary  Public  in  and  for  said  County  and  State. 

My  Commission  Expires  May  13,  1960.  [89] 

[J.  H.  Hollingsworth  et  al.  Patent  No.  2,602,- 
441  dated  July  8,  1952  and  J.  Browell  Patent 
No.  268,860  dated  Dec.  12,  1882  is  set  out  in  the 
Book  of  Exhibits  at  pages  317-325.] 

[Endorsed]  :  Filed  March  31,  1958. 
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[Title  of  District  Court  and  Cause.] 

NOTICE   OF   PLAINTIFF'S   MOTION 
FOR    SUMMARY   JUDGMENT 

To:  The  Defendant  Above-Named  and  to  Parker, 
Stanbury,  Reese  and  McGee,  and  Raymond  Gr. 
Stanbury,  Esq.,  its  attorneys: 

You  and  Each  of  You  Will  Pleas©  Take  Notice 
That  on  Monday,  April  7,  1958,  at  9:30  a.m.,  in 
the  courtroom  of  Judge  William  C.  Mathes,  Federal 
Building,  Los  Angeles,  California,  the  plaintiff  will 
move  and  now  moves  for  a  summary  judgment  de- 
claring claim  2  of  United  States  Letters  Patent 
No.  2,767,702  invalid  for  the  following  reasons: 

1.  That  the  named  inventor  was  not  the  inventor 
nor  the  first  inventor  of  the  device  claimed  in 
claim  2; 

2.  That  the  device  claimed  in  claim  2  is  antici- 
pated by  the  prior  art.; 

3.  That  claim  2  covers  new  matter  not  claimed  in 
the  api)lication  as  originally  filed;  and 

4.  That  no  supplemental  oath  by  the  named  in- 
ventor [165]  or  any  other  person  was  filed  as  re- 
quired. 

This  motion  mil  be  based  upon  the  records  on 
file  in  the  above  designated  action,  the  attached 
affida"sdt  of  Harry  L.  Giwosky,  together  with  a  copy 
of  Patent  No.  2,767,702,  the  affidavit  of  Paul  H. 
Hanmaond,  Patent  No.  2,602,441  issued  to  Hollirigs- 
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worth,  et  al.,  Patent  ISTo.  268,860  issued  toi  Browell, 
certified  copy  of  the  file  wrapper  of  Patent  No. 
2,767,702,  and  Memorandum  of  Points  and  Authori- 
ties sei-ved  and  filed  in  support  of  this  motion, 
including  the  admissions  of  the  defendant  set  forth 
therein. 

Dated:  This  28th  day  of  March,  1958. 

CHRISTIE,  PARKER  &  HALE, 
JAMES  B.  CHRISTIE, 
C.  RUSSELL  HALE, 
RICHARD  B.  HOEGIH, 
ASHLEY  STEWART  ORR, 
/s/  By  RICHARD  B.  HOEUH, 

Attorneys  for  Plaintiff.  [166] 

Affidavit  of  Service  ]>y  Mail  Attached.  [167] 

[Endorsed] :  Filed  March  31,  1958. 


[Title  of  District  Coui^  and  Cause.] 

MEMORANDUM   IN   SUPPORT   OF  MOTION 
FOR  SUMMARY  JUDOMENT 

Harry  L.  Giwosky,  named  as  the  inventor  in  the 
patent  in  suit.  No.  2,767,702,  has  stated  under  oath 
that  he  did  not  invent  the  subject  matter  of  claim 
2  of  the  patent,  the  only  claim  that  Coleman  al- 
leges that  Siegler  infringes.  iSiegler,  therefore, 
moves  for  a  summary  judgment  of  invalidity  of 
claim  2,  on  the  grounds  that  the  named  inventor 
was  not  the  inventor  nor  the  first  inventor  of  the 
device  claimed  in  claim  2.  Further  grounds  for  the 
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motio'ii  for  simimary  judgment  are  tihat  the  device 
claimed  in  claim  2  is  anticipated  by  tlie  prior  art, 
that  claim  2  covers  new  matter  not  claimed  in  the 
application  as  originally  filed,  and  that  no^  supple- 
mental oath  by  the  named  inventor  was  filed  as  re- 
quired by  law.   [168] 

I. 

Harry  Griwosky  Did  Not  Invent  the  Device 

Claimed  in  Claim  2 

The  Giwosky  patent  in  claim  2  covers  devices 
which  Mr.  Giwosky  did  not  design  or  consider  to 
be  part  of  his  invention  at  the  time:  his  application 
was  originally  filed.  Claim  2  of  his  patent  is,  there- 
fore, invalid  on  the  grounds  that  it  introduces,  new 
matter  and  that  no^  supplemental  oath  was  filed. 
35  U.S.C.  sec.  132  provides,  "No  amendment  shall 
introduce  new  matter  into  the  disclosure  of  the 
invention."  35  U.S.C.  sec.  115  sets  forth  the  re^- 
quirement  that,  "The  applicant  shall  make  oath  that 
he  believes  himself  to  be  the  original  and  first  in- 
ventor of  the  process,  machine,  manufacture:,  or 
composition  of  matter  or  improvement  thereof  for 
which  he  solicits  a  patent." 

Rule  1.67  of  the  Patent  Office  Rules  of  Practice 
requires  a  supplemental  oiath  for  matter  not  orig- 
inally claimed  in  patent  applications,  as  follows: 

"T\nien  an  applicant  presents  a  cla,im  for  matter 
originally  sho^wn  or  described  but  not  su]>stantially 
embraced  in  the  statement  of  invention  or  clahn 
originally  presented,  he  shall  file  a  supplemental 
oalh  to  the  effect  that  the  subject  matter  of  the 
proposed  amendment  was  part  of  his  invention." 


The  Siegler  Corporation  49 

The  Griwosky  patent  relates  to  la  wall  heater  and 
economizer  structure,  such  as  this  court  has  pre- 
viously considered  in  the  case  of  Holly  Manufac- 
turing Co.  V.  The  Coleman  Co.,  ^O:  15,886-WM. 
As  shown  in  red  ink  on  the  attached  photostatic 
copy  of  the  drawings  of  the  Giwosky  patent,  Ex- 
hibit A  tO'  this  memorandmn,  the  Giwosky  patent 
is  directed  to^  a  sti^icture  having  three  stages  of 
heat  exchange.  The  first  stage  is  a  stream  of  air 
entering  through  the  port  13  near  the  floor  and 
discharged  through  the  outlet  grille  14  after  circu- 
lating aroiuid  the  primary  heat  [169]  exchanger 
of  the  wall  heater.  The  second  stage  enters  through 
the  intake  grille  20  at  the  top  of  the  wall  heater 
panel  and  is  discharged  through  the  economizer 
outlet  grille  23  after  circulating  around  a.  portion 
of  the  flue  inside  the  economizer  box.  The  third 
stage  enters  through  the  top'  of  the  econoniizer  out- 
let grille  at  the  portion  designated  27  and  is  dis- 
charged to  the  attic  or  to  the  atanosphere  after 
circulating  around  the  upper  portion  of  the  flue. 

The  application  for  the  Giwosky  patent,  both  in 
its  specification  and  its  claims,  as  originally  filed 
on  October  1,  1953,  was  directed  exclusively  to 
the  structure  having  the  above-described  three! 
stages  of  heat  exchange.  Thereafter,  in  April  of 
1954,  Holly  Manufacturing  Co.  began  the  produc- 
tion and  sale  of  its  so-called  second  series  of  wall 
heaters,  which  are  now  charged  to  infringe  the 
Giwosky  patent.  Holly's  third  series  of  wall  heat- 
ers, which  Coleman  also  contends  infringe  the  Giwo- 
sky patent,  were  introduced  in  1957. 
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In  this  action  Coleman  makes  noi  claim  that  any 
of  the  Holly  wall  heaters  infringe  claim  1  of  the 
patent  as  finally  issued,  since  the  claim  is  directed 
to'  a  device  having  three  stages  of  heat  exchange 
and,  admittedly,  none  of  the  Holly  de^dces  have  a 
third  stage  of  heat  exchange  which  discharge  air 
into  the  attic  or  to  the  atmosphere.  (See-  defend- 
ant's answers  to  interrogatoiries  and  requests;  for 
admissions,)  The  Holly  heaters  have  only  twO'  stages 
of  heat  exchange,  the  first  bemg  that  of  the  stream 
of  air  which  circulates  around  the  primary  heat 
exchanger  in  the  lower  box^  and  the  second  being 
that  which  circulates  around  the  secondary  heat 
exchanger  or  the  flue  within  the  secondary  box. 

After  the  Holly  devices,  now  charged  to'  infringe, 
appeared  on  the  market  in  April,  1954,  Coleman, 
by  amendment  to  the  Griwosky  application,  added 
claim  2  to  the  application  to  cover  deivices  having 
only  two  stages  of  heat  exchange.  [170] 

Throughout  the  prosecution  of  the  Griwosky  ap- 
plication for  a  patent  in  the  Patent  Office,  one  of 
the  primary  references  asserted  by  the  Patent  Of- 
fice as  a  bar  tO'  issuing  a  patent  on  the  application 
was  the  patent  to  Hollingsworth  et  al.,  No.  2,602,- 
441,  which  is  owned  by  Holly  and  which  was  be- 
fore this  court  in  the  case  of  Holly  v.  Coleman,  N^o. 
15,886-WM.  In  order  to  obtain  a  patent  over  the 
reference  Hollingsworth,  Coleman  argued  strenu- 
ously that  the  patentable  distinction  between  Hol- 
lingsworth and  Giwosky  was  the  use  of  room  air 
entering  through  the  inlet  grilles  20  of  the  Griwosky 
drawings  at  the  top  of  the  panel  to  sweep  over  the 
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barrier  plate  or  top  of  the  lower  box  18  iii  order 
to  mamtain  tbe  top  of  the  lower  ]>ox  at  a  relatively 
low  temperature.  As  stated  in  the  remarks  to  the 
amendment  dated  May  29,  19'56,  which  appears  in 
the  attached  file  history  of  the  Griwosky  application : 

''Neither  the  Hollingsworth  or  Bacon  references 
can  be  taken  as  disclosing  or  suggesting  the  sub- 
ject matter  covered  by  claims  13,  19  and  20'.  The 
distinctive  feature  of  applicant's  structure  is  no- 
where to  be  found  in  these  references.  In  appli- 
cant's structure,  the  room  air  entering  through  in- 
lets 20  or  21  sweeps  over  the  upper  surface  of 
barrier  plate  18  and  over  the  lower  end  of  the 
front  wall  section  immediately  above  the  barrier 
plate.  Hollingsworth  shows  only  a  dead  air  space 
in  this  area,  and  thei  Bacon  fireplace  heater  is  obvi- 
ously quite  diiferent." 

Again,  in  an  amendment  dated  July  11,  1956, 
Coleman's  counsel  argued: 

"The  Hollingsworth  patent,  which  is  the  prin- 
cipal reference  relied  on  by  the  Examiner,  merely 
shows  the  admittedly  old  structure  of  a  wall  heater 
and  economizer  combination.  There:  is  a  barrier 
plate  near  the  top  of  the  lower  heater  casing,  and 
the  lower  heater  casing  provides  a  hood  portion 
which  extends  above  and  over  the  forward  portion 
[171]  of  the  barrier  plate.  However,  the  casing  hood 
portion  is  imperforate,  and  no  provision  is  made 
for  causing  room  air  to  flow  over  the  upper  sur- 
face of  the:  forward  portion  of  the  barrier  plate 
and  into  the  lower  portion  of  the  economizer  be- 
neath the  lower  end  of  the  front  panel  of  the  room 
wall." 
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The  specificatioLQ  and  drawings  of  tlie  Giwosky 
patent  show  that  the  device  covered  by  the  patent 
is  a  heater  having  three  stageis  of  heat:  exchange. 

In  place  of  the  usual  introduction  to'  the  speci- 
fication, such  as  "a  preferred  form  of  my  inven- 
tion," the  specification  reads: 

''The  invention  is  shown,  in  an  illustrative  em- 
bodiment, by  the  accompanying  dra,wing  *  *  *" 
(Patent,  CoL  1,  lines  49,  50.) 

The  drawing  shows  a  heater  employing  three 
stages  of  heat  exchange.  It  does  not  show  a  heater 
employing  two  stages  of  heat  exchange  or  air  flow. 

Likewise,  the  specification  is  directed  only  to  a 
three-stage  heater  and  it  does  not  disclose  or  sug- 
gest a  two-stage  heater.  For  example,  the  specifica- 
tion points  out: 

"In  the  foregoing  structurei,  it  will  be  observed 
that  in  addition  to*  thc'  air  heated  by  the^  primary 
wall  heater,  there  are  introduced  into'  the  wall  inte- 
rior or  into  the  casing  therein,  at  least  two  incre- 


ments of  cooling  air."  (Patent,  Col.  2,  lines  -63 
through  QQ.)   (Emphasis  added.) 

The  application  as  originally  filed  was  directed 
solely  toi  a  wall  heater  having  three  stages  of  heat 
exchange.  As  Mr.  Giwosky  points  oiit  in  his  affi- 
davit, which  is  attached  hereto: 

"My  said  application,  as  originally  filed,  was  di- 
rected to  a  wall  heater  and  economizer  stnictaire 
with  three  stages  of  heat  excbange,  one  in  the  pri- 
mary wall  heater  proper  near  the  floor  of  the  room 
and  two  along  the  flue  above  said  wall  heater." 

Mr.    Giwosky,   prior  to   the   time   he  developed 


The  Siegler  Corporation  53 

the  device  described  and  claimed  in  his  original 
application  for  a  patent,  had  attempted  to  design 
a  device  like  that  covered  by  claim  2  of  his  patent  as 
finally  issned.  However,  as  Mr.  Giwosky  has  pointed 
out  in  his  affidavit,  he  was  unable  to  develop^  such 
a  device  to  the  point  where  it  would  pass  A.G.A. 
regulations.  In  addition,  Mr.  Giwosky  states  that 
the  entire  ]>asis  upon  which  Coleman  obtained  a 
patent — the  use  of  room  air  to  cool  the  barrier 
plate^ — is  of  no  consequence. 

By  admission  of  Mr.  Giwosky,  the  application 
was  l3roadened  after  it  was  filed  to  include  a.  de- 
vice in  claim  2  which  he  never  considered  as  part 
of  any  invention  he  made.  The  broadening  iamend- 
ment-s  to  the  application  for  the  Giwosky  patent 
were  made  in  July,  1956,  which  was  after  Mr.  Giwo- 
sky had  left  the  employ  of  The  Coleman  Company, 
the  assignee  of  the  application.  The  prosecution 
of  the  application  in  the  Patent  Office  v\ras.  handled 
l>y  patent  counsel  for  The  Coleman  Company,  who 
did  not  consult  Mr.  Giwosky  at  all  about  the  prose- 
cution of  the  application,  and  particularly  did  not 
consult  him  about  the  broadening  amendment. 

The  device  claimed  in  claim  2  of  the  patent  as 
issued  is  therefore  a  material  departaire  from  the 
specification  as  originally  filed.  Under  such  circmn- 
stances,  claim  2  is  invalid  for  lack  of  a  supple- 
mtmtal  oath  and  for  the  further  reason  that  it  in- 
cludes new  matter;  35  U.S.C.,  Sec.  115. 

In  the  case  of  Chicago  and  Northwestern  Railway 
Co.  V.  Sayles,  97  U.  S.  554,  563  (1878),  the  Supremo 
Court    explained    the    reason    for   the-   prohibition 
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against  enlarging  claims  after  tli©  original  appli- 
cation lias  been  filed.  The  Court,  stated: 

"*  *  *  The  law  does  not  permit  such  enlargements 
of  an  original  specification,  which  would  interfere 
with  other  inventors  who  have  entered  the;  field  in 
the  meantime,  any  more  than  it  does  in  the  case 
of  re-issues  of  patents  [173]  previously  granted. 
'Oourts  should  regard  with  jealousy  and  disfavor 
any  attempts  to  enlarge  the  scope  of  an  application 
once  filed,  or  of  a  patent  once  granted,  the  effect 
of  which  would  be:  to  enable  the  patentee  to^  appro- 
priate other  inventions  made  prior  to  such  altera- 
tion, or  to  appropriate  that  which  has,  in  the  mean- 
time, gone  into  public  use." 

"Changes  of  language,  not  changing  the  substan- 
tial meaning  as  it  stood  before  amendment,  and 
even  changes  of  meaning,  narrowing  the  scope^  of 
invention  described,  do  not  infringe  the  statute. 

u*  *  *  j^f  ]^g  Qj^iy  swears  to  a  part,  and  his  at- 
torney puts  in  the  rest,  it  is  exactly  like  any  other 
yielding  to  the  temptation  of  improving  an  affidavit 
after  execution  *  *  *"  Westinghouse  v.  Metropoli- 
tan, 290  F.  661,  664  (2d  Cir.  1923). 

"By  section  4892  of  the  Hevised  Statutes  the 
applicant  is  required  to  make  oath  that  he  believes 
himself  to  be  the  original  inventor  of  the  improve- 
ment for  which  he  solicits  a  patent.  Cody  made 
such  oath  on  making  his  original  application,  ]>ut 
did  not  make  oath  in  respect  to  the  matter  brought 
in  by  the  amendment.  No  doubt,  it  is  competent 
to  amend  the  specifications  while  the  application  is 
pending,  so  long  as  it  is  done  mthin  the  scope  of 
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the  oTiginal  applicatioii ;  but  it  is  not  competent, 
under  color  of  this  privilege,  to  introduce  new 
matter."  Michigan  Cent.  B.  Co.  v.  Consolidated 
Car-Heating  Co.,   (6th  Cir.  1895),  67  F.  121,  125. 

Obviously,  in  view  of  the  fact  that  Mr.  Giwosky 
did  not  think  a  device  like  that  claimed  in  claim 
2  of  the  patent  was  an  operable  device,  his  orig- 
inal application  cannot  be  construed  to  include  such 
a  device  as  part  of  his  invention. 

The  material  departure  in  claim  2  from  the  appli- 
cation as  originally  filed  "required  an  oath  that 
*  *  *  (Giwosky  would  have  foimd  it  impossible) 
to  take,  and  for  want  of  it  the  patent  is  void." 
Steward  v.  American  Lava  Co.,  215  U.  S.  161,  168 
(1909).  [174] 

II. 
Claim  2  Was  Added  Long  After  the 
Alleged  Infringing  Devices  Appeared 
on  the  Market  and  Is  Therefore  Void 

Coleman  alleges  that  the  second  and  third  seriesi 
of  wall  heaters  sold  by  plaintiff  infringe  claim  2 
of  the  G-iwosky  patent.  The;  second  series  was  placed 
on  the  market  in  April,  1954,  as  set:  forth  in  the 
affida^dt  of  Mr.  Paul  Hammond  attached  hereto. 
The  third  series  was  placed  on  the  market  in  1957. 
The  claim  which  is  claim  2  of  the;  issued  patent 
was  first  presented  to  the  Patent  Office  in  the 
amendment  which  was  filed  on  July  11,  1956,  as 
claim  21,  which  appears  on  pages  3  and  4  of  the 
amendment.  Thus,  the  only  claim  in  issue  was  not 
presented  to  the  Patent  Office  until  morci  than  two 
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years  after  plaintiff  started  selling  the  alleged  in- 
fringing heaters. 

The  Giwosky  patent,  as  originally  filed  in  Octo- 
ber, 1953,  contained  claims  1-6,  all  of  which  clearly 
required  a  third  stage  for  circulation.  The  Holly 
heaters  do  not  employ  such  a  third  stage  and  so 
were  not  covered  by  these  cla,ims. 

In  the  amendment  which  Coleman  filed  in  Octo- 
ber, 1954,  the  prior  claims  1-6  were  canceled  and 
new  claims  7-11  were  presented.  Claims  7  and  8  of 
this  amendment  required  a  closure  plate  26  posi- 
tioned in  the  economizer  below  the  ceiling  of  the 
room,  as  sho^vn  on  the  drawing  for  the  Griwosky 
patent.  The  Holly  heaters  do  not  employ  such  a 
closure  plate.  (Defendant's  answer  to  Interroga- 
tory 28.)  Hence  these  two  claims  do  not  read  on 
the  Hollingsworth  design.  Claims  9-11  of  this 
amendment  in  the  Griwosky  application  specify 
three  stages  of  heat  exchange  and,  therefore,  do 
not  read  on  the  Hollingsworth,  et  al.  design. 

In  an  amendment  dated  November  14,  1955,  Cole- 
man canceled  all  of  the  clauns  in  the  application 
and  substituted  new  claims  12-18.  With  reference 
to  these  new  claims  Coleman  -stated  on  page  12  of 
the  amendment  that  ''The  newly  added  claims  care- 
fully define  [175]  the  structural  arrangement  con- 
ceived of  by  applicant,  and  in  so  doing  these  clauns 
recite  a  wall  heater  and  economizer  assembly 
wherein  three  distinct  air  flow  patterns  are  pres- 
ent." (Emphasis  added.) 

Thus,  in  November  of  1955,  Coleman  was  urging 
allowance  of  claims  which  were  directed  only  to 
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wall  heaters  employing  three  stages  of  heat  ex- 
change or  air  flow.  Claim  18,  which  was  presented 
in  this  amendment  became  claim  1  of  the  issued 
patent,  and  Coleman  admits  that  claun  1  does  not 
cover  the  Holly  heaters. 

In  December,  1955,  the  Patent  Office  gave  a  final 
rejection  to  the  Giwosky  patent  application,  indi- 
cating, however,  that  the  subject  matter  of  claims 
14  and  18  might  be  allowable  if  they  were  modi- 
fied to  more  clearly  define  the  invention.  Claim  18 
was  so  modified  and  it  became  claim  1  of  the  pat- 
ent which  is  not  in  issue  in  this  proceeding.  Claim 
14  was  directed  to  the  details  of  the  inlet  20  sho^\Ti 
on  the  Griwosky  patent  drawings,  such  as  the  in- 
clined top  wall  19  in  which  the  inlet  20  is  located 
and  the  vanes  in  the  inlet  air  to  the  barrier  plate 
18.  These  matters  are  not  in  issue  in  the  present 
proceedings. 

On  May  29,  1956,  Coleman  submitted  a  further 
amendment  in  the  application,  but  the  Patent  Of- 
fice foimd  that  that  amendment  did  not  place  the 
application  in  condition  for  allowance.  Thereafter, 
Coleman  filed  a  notice  of  appeal  and,  on  July  11, 
1956,  submitted  an  amendment,  including  claim  21, 
which  ]>ecame  claim  2  of  the  issued  patent. 

Thus,  the  only  claim  which  is  in  issue  in  this 
proceeding  was  not  submitted  luitil  more  than  two 
years  had  elapsed  since  the  first  sale  of  plaintiff's 
wall  heaters,  which  are  alleged  to  infringe,  and  not 
until  after  the  application  had  been  given  a  final 
rejection  and  a  notice  of  appeal  had  been  filed. 
Coleman's  prior  claims  were  all  of  much  more  lim- 
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ited  scope  and  clearly  did  not  read  on  tiie  Holly 
heaters.   [176] 

In  tlie  case  of  Webster  Electric  Company  v. 
Splitdorf  Electric  Company,  264  U.  S.  792,  793,  the 
Supreme  Coiii*t  considered  the  validity  of  amended 
claims  which  enlarge  the  scope  of  claims  originally 
filed  after  competitive  devices  had  appeared  on  the 
market.  The  Court  stated: 

"*  *  *  But,  this  aside,  the  evidence  establishes 
to  our  satisfaction  that  Kane  did  not  originally  in- 
tend to  assert  these  amended  claims,  because  he 
considered  their  subject  matter  one  merely  of  de- 
sign, and  not  of  invention;  and  the  inference  is 
fully  warranted  that  the  intention  to  do  so  was 
not  entertained  prior  to  1918.  During  all  of  this 
time  their  subject  matter  was  disclosed  and  in  gen- 
eral use;  and  Kane  and  his  assignee,  so  far  as 
claims  7  and  8  are  concerned,  simply  stood  by  and 
awaited  developments.'^ 

The  Couri.  went  on  to  say,  on  page  794 : 

u*  *  *  rpj^^g  subject  matter  of  these  clauns  is  not 
of  such  character  that  it  might  not  have'  been  read- 
ily described  in  the  original  application  or  in  one 
of  the  subsequent  applications, — ^in  1915,  for  exam- 
ple,— as  it  was  described  in  1918 ;  and  the  long  de- 
lay of  Kane  and  his  assignee  in  coining  to  the 
point  tends  strongly  to  confirm  the  view  that  the 
final  determination  to  do^  so  was  an  exigent  after- 
thought, rather  than  a  logical  development  of  the 
original  application." 

The  United  States  patent  laws  require  that  pat- 
ents be  applied  for  in  the  name  of  the  person  or 
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persons  who  made  tJie  invention,  35  U.S.C,  Sec. 
101.  A  corporation  can  acquire  title  to  an  invention 
only  through  the  person  or  persons  who  made  the 
invention.  In  the  present  case,  Coleman  acquired 
title  to  the  application  by  assignment.  Hence,  Cole- 
man acquired  only  the  invention  which  Mr.  Giwosky 
made.  Mr.  Griwosky  has  stated  under  oath  that  he 
did  not  invent  the  sul>]"ect  matter  of  claim  2  of 
the  patent.  [177]  In  fact,  claim  2  was  added  by 
Coleman  as  ''an  exigent  afterthought"  long  after 
the  alleged  infringing  devices  appeared  on  the  mar- 
ket. Hence,  claim  2  is  invalid,  and  Coleman  is  not 
entitled  to  this  claim. 

III. 

Coleman's   Iiimiaterial   Variance    From   the   Prior 
Art  Is  Not  Patentable 

Both  this  Court  and  the  Court  of  Appeals  have 
considered  the  inconsequential  differences  between 
the  Coleman  design  and  the  wall  heaters  described 
and  claimed  in  the  Holly  patent,  No.  2,602,441,  pre- 
viously liefore  this  Court:  in  the  case  of  Holly  v. 
Coleman,  No.  15,886-WM. 

The  file  wrapper  of  the  G-iwosky  patent,  particu- 
larly the  amendment  dated  July  11,  1956,  provides 
Coleman's  reasons  for  its  assertion  that  the  Giwo- 
sky device  is  patentable  over  the  patent  to  Hol- 
lingsworth,  et  al..  No.  2,602,441.  'The  purported 
patentable  difference  between  Hollingsworth  and 
claim  2  of  Giwosky  is  the  use  of  room  air  to  cool 
the  top  of  the  lower  box  in  the  second  stage  of 
heating  in  Giwosky — ^the  air  that  is  warmed  by  cir- 
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culation  tlirougli  the  second  box  or  eeonomizer. 
Giwosky  merely  added  an  air  sourcei  for  tilie  econo- 
mizer through  the  inlet  grilles  at  the  top  of  the 
panel  on  Coleman's  production-model  wall  heaters 
which  have  been  held  tO'  infringe  the  HoUingsworth 
patent.  The  Court  of  Appeals  foimd  that  Coleman 
copied  the  Hollingsworth,  et  al.  design  with  ''im- 
material variances."  233  F.  2d  11,  84. 

Coleman,  through  its  representatives,  has  ad- 
mitted that  the  "immaterial  variances"  by  which 
the  Griwosky  device  differs  from  the  HoUingsworth 
device  are  completely  anticipated  by  the  early  pat- 
ent and  Browell.  Coleman's  Mr.  Kice  testified  as 
follows : 

"Now  we  have  only  been  talking  about  fireplaces 
which  are  commonly  thought  of  as  made  out  of 
brick  or  stone.  But  back  in  1882  Mr.  Browell — ^the 
patent,  we  don't  have  the  [178]  number. 

Mr.  Lyon:    Exhibit  I. 

The  Witness:  Exliibit  I. — showed  a  ventilated 
flue  stack,  as  I  have  illustrated  here  in  green  on 
the  overlay,  which  was  made  out  of  metal;  has  an 
inlet  opening  at  the  intermediate  height  above  the 
first  box.  And  the  air  that  is  used  to  ventilate  the 
flue  and  keep  it  cool  is  then  discharged  into  the 
room  and  utilized  for  the  salve  of  economy.  That 
is  the  first  economizer  as  it  is  used  in  the  Coleman 
desiR-n."  (R.  354-355.) 

The  design  covered  by  Griwosky's  patent  differs 
from  Coleman's  production  model  wall  heaters, 
since  the  production  models  utilize  air  from  around 
the  lower  box  and  the  design  in  the  i)atent  pro- 
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vides  a  stinicture  in  which  air  entering  the  bottom 
of  the  economizer  "is  entirely  separate  from  the 
air  heated  hy  the  wall  heater."  (Patent,  Col.  2, 
lines  67,  68.)  Such  separation  of  tlie  primary  and 
secondaiy  stages  of  heat  exchange  are  shown  by 
BroAvell.  The  lack  of  invention  in  claim  2  over  the 
references  Hollingsworth  and  Browell  was  made 
clear  in  colloquy  between  the  Court  and  Mr,  Lyon, 
counsel  for  Coleman: 

"The  Court:  Upon  what  basis  does  the  defend- 
ant claim  an  invention  was  taking  in  of  air  in  the 
front  ? 

Mr.  Lyon:  I  do  not  know,  your  Honor.  We 
haven't  got  a  patent.  Many  manufacturers,  as  your 
Honor  knows,  mil  file  an  application  to  protect 
himself  from  ha^dng  somebody  tiling  on  the  same 
thing.  Now,  I  don't  know  what  the  principle  was 
that  they  filed  on  this.  We  didn't  say  we  had  a  pat- 
ent. In  fact,  I  can  state  to  this  Court-  we  don^t. 

The  Court:  I  assume  someone  made  an  affidavit 
with  respect  to  the  patent. 

Mr.  Lyon:  That  he  thought  it  was  an  invention 
at  the  time  he  drew  it.  But  I  can  tell  the  Court 
right  here  and  now  that  the  application  was  re- 
jected on  the  Browell  patent,  if  you  are  [179] 
interested  in  that."  (Transcript,  p.  687,  Jan.  24, 
1955.) 

Doubtless,  Mr.  Lyon  must  have  considered  the 
Browell  patent  to  be  most  relevant  on  the  issue  of 
whether  the  Giwosky  device  represented  patentalDle 
invention.  Otherwise,  as  one  of  Coleman's  patent 
coimsel,  he  would  have  known  the  basis  on  which 
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Giwosky  claimed  an  invention  in  tlie  patent  now 
before  this  court  and  would  not  have  made  the 
statement,  "*  *  *  the  application  was  rejected  on 
the  Browell  patent.'^ 

Despite  the  importance  of  Browell  attested  to  by 
Coleman's  Mr.  Kice  and  Mr.  Lyon,  the  file  wi^apper 
of  the  Giwosky  -psitent  shows  that  Browell  was  not 
cited  as  a  reference  against  the  Giwosky  applica- 
tion. As  this  Court  olDserved  in  a  recent  similar 
case : 

''One  reads  the  file  wrapper  and  wonders  upon 
what  possible  ground  the  letters  in  suit  issued  *  *  * 
over  the  lorior  art  cited."  Delco  Chemicals,  Inc.  v. 
Cee-Bee  Chemical  Co.,  157  F.  Supp.  583,  590,  (S.  C. 
Cal.,  1957). 

A  multo  fortiori  then,  in  view  of  the  imcited  prior 
art  which  Coleman  admits  to  be  an  anticipation  of 
its  ''inm^iaterial  variance'^  from  the  Hollingsworth 
patent,  no  ''possible  groim-d"  exists  for  sustaining 
validity  of  the  patent  in  suit.  Plaintrff  submits 
that  the  easy  combination  of  the  devices  disclosed 
in  the  Hollingsworth  and  Browell  patents  fully  an- 
ticipates the  patent  issued  to  Coleman.  [180] 

IV. 

The  Presimiption  of  Validity  Does  Not  Prevent 
Awarding  Summary  Judgment  Against  Coleman 

This  court  has  held: 

"Since  there  is  no  rational  basis  upon  which  to 
rest  it,  the  presiunption  of  validity  cajinot  extend 
beyond  the  scope  of  the  administrative  record — the 
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file  wrapper  of  tJie  patent  as  issued.  So^  tiie  pre- 
sumptioix  that  a  patent  is  valid,  as  embodying  an 
invention  over  the  prior  art,  does  not  subsist  as 
to  pertinent  prior  art  not  cited  or  considered  by 
the  Patent  Office  in  passing  on  the  application  for 
the  patent."  Delco  Chemicals,  Inc.  v.  Cee-Bee 
Chemical  Co.,  157  F.  Snpp.  583,  587. 

Thus  the  presiunption  of  validity  over  the  refer- 
ences of  record  is  not  available  as  to  the  Browell 
patent,  which  admittedly  is  most  pertinent. 

An  additional  factor  further  destroys  the  pre- 
simiption  of  validity  in  the  case  at  bar;  namely, 
misleading  the  Patent  Office. 

Mr.  Griwosky  in  his  affidavit  filed  with  this  memo- 
randum imequivocally  states  that  cooling  the  bar- 
rier platC'  or  top'  of  the  lower  box  is  of  no'  signifi- 
cance in  the  wall  heater  structure  he  designed. 

As  he  has  pointed  out  in  his  affidavit: 

u*  *  *  rp-j^g  closure  plate  (barrier  plate)  18  *  *  * 
is  not  in  contact  with  combustible  material  and  rep- 
resents no  fire  hazard  even  if  it  is  highly  heated. 
Consequently,  there  is  no  need  to  oonstructi  or  ar- 
range the  room  air  inlets  20,  21  which  are:  located 
above  this  barrier  plate  to  cause  room  air  admitted 
through  these  inlet  means  to  pass  over  any  portion 
of  this  barrier  plate  in  heat  exchange  relation 
therewith.  Whether  or  not  this  room  air  is  in  heat 
exchange  relationship  with  the  1>arrier  ])late  is  of 
no  consequence,  and  [181]  I  have  never  regarded 
that  such  heat  exchange  relation  is  a  part  of  the 
invention  for  which  I  filed  said  ap])lication." 

Yet  in   an  attempt  to  disting-uish   the   Giwosky 
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device  over  tiie  Hollingswortili  et  al.  paitent,  and  in 
an  endeavor  to  overcome  tiie  Final  Rejection  by  the 
Patent  Office  dated  December  2:1,  1955,  counsel  for 
Coleman  relied  upon  this  very  feature  as  consti- 
tuting the  patentable  distinction  of  the  Giwosky 
device  over  the  Hollingsworth  et  al.  patent. 

In  an  amendment  filed  July  11,  1956,  Coleman 
represented  to  the  Patent  Office: 

''The  Hollingsworth  patent,  which  is  the  princi- 
pal reference  relied  on  by  the  Examiner,  merely 
shov/s  the  admittedly  old  structure  of  a  wall  heater 
and  economizer  combination.  There;  is  a  barrier 
plate  near  the  top  of  the  lower  heater  casing,  and 
the  lower  heater  casing  provides  a  hood  portion 
which  extends  above  and  over  the  forward  portion 
of  the  barrier  plate.  However,  the  casing  hood  por- 
tion is  imperforate,  and  no  provision  is.  made  for 
causing  room  air  to  flow  over  the  upper  surface 
of  the  forward  portion  of  the  barrier  plate  and 
into  the  lower  portion  of  the  economizer  beneath 
the  lower  end  of  the  front  panel  of  the  room  wall. 

"The  portion  of  the  room  wall  front  panel  im- 
mediately above  the  barrier  plate  has  provided  a 
serious  problem  of  temperature  control.  Since  wall 
heaters  operate  on  a  gra^dty  flow,  it  is  necessiaiy 
to  discharge  the  air  at  high  temperatures,  i.e.  250° 
to  350°  C.  This  means  that  air  at  quite  high  tem- 
peratures heats  the  under  surface  of  the  barrier 
plate,  which  also  receives  heat  froan  the  flue  that 
passes  therethrough.  Excessive  heat  would  be  likely 
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to  be  transmitted  from  the  upper  surface  of  the 
baiTier  plate  to  the  lower  end  of  the  front  room 
wall  panel  with  the  constmction  shown  in  the  Hol- 
ling'sworth  patent.  Code  regulations  enforced  quite 
[182]  generally  throughout  the  United  States  spec- 
ify that  the  room  wall  will  not  be  heated  at  any 
point  more  than  90°  F.  a]>OYe  room  temperature. 
Heating  above  the  code  limitation  would  be  quit^ 
likely  to  occur  mth  the  Hollingsworth  construc- 
tion, while  the  problem  is  overcome  ^^'ith  applicant's 
construction." 

Thus,  the  assignee  of  Mr.  Giwosky's  patent  ap- 
plication has  misled  the  Patent  Office  as  to  the 
nature  of  the  device  designed  by  Mr.  Giwosky. 
By  Mr.  Giwosky's  o\mi  admission  the  feature  which 
Coleman  used  to  convince  the  Patent  Office  that  a 
patent  should  be  issued  over  the  reference  Hollings- 
worth Holly  patent  was  a  detail  which  Mr.  Giwosky 
considered  to  be  of  no  importance.  In  Coleman's 
amendment  dated  May  29,  1956,  Coleman  states 
with  reference  to  the  area  just  above  the  top  of 
the  lower  box  that  Hollingsworth  et  al  "shows  only 
dead  air  space  in  this  area,"  and  in  its  amendment 
dated  July  11,  1956,  that  "heating  above  the  code 
limitation  would  be  quite  likely  to  occur  with  the 
Hollingsworth  construction,  while  the  problem  is 
overcome  with  applicant's  (i.e.,  Giwosky's)  construc- 
tion." 

However,  the  area  in  question  in  the  Hollings- 
worth et  al  device  is  in  direct  communication  with 
and  forms  a  part  of  the  air  passageway  (designated 
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No.  41  in  the  Hollingsworth  et  al  patent)  around 
the  secondary  lieat  exchanger  which,  in  turn,  re- 
ceives air  from  the  space  (designated  No.  24  in 
Figs.  3  and  4  of  the  Hollingsworth  et  al  patent) 
about  the  sides  and  the  back  of  the  lower  box  or 
primary  heater.  Hence,  the  Hollingsworth  et  al 
patent  does  not  show  only  dead  air  space  in  this 
area  as  represented  by  Coleman  in  its  endeavor  to 
find  a  patentable  distinction  between  the  Griwosky 
design  and  the  Hollingsworth  et  al  design. 

Also,  the  Hollingsworth  et  al  design  has  been  sold 
commercially  since  1950  and  approximately  300,000 
heaters  had  been  sold  by  plaintiff  prior  to  the  date 
on  which  Coleman  made  these  [183]  representa- 
tions to  the  Patent  Office,  as  sho^m  by  the  record 
in  Holly  Manufacturing  Co.  v.  The  Coleman  Com- 
pany, No.  15,886-WM.  Admittedly,  the  Hollings- 
worth et  al  design  meets  the  A.Gr.A.  requirements 
concerning  room  wall  temperatures,  otherwise  the 
Hollingsworth  et  al  heaters  would  not  have  been 
saleable.  Coleman's  representation  that  "Heating 
above  the  code  limitation  would  be  quite  likely  to 
occur  with  the  Hollingsworth  construction"  is 
plainly  incorrect. 

Not  long  before  Coleman  represented  to  the  Pat- 
ent Office  that  cooling  the  top  of  the  lower  box 
would  be  a  serious  problem  in  the  Hollingsworth 
et  al  heater,  Coleman's  Mr.  Kice  testified  that  the 
Hollingsworth  et  al  heater  took  room  air  "up 
through  the  columns  of  the  trim   *   *   *   into  the 
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space  above  the  lower  box  *  *  *  into  the  secondary 
heat  exchanger."     (R.  359.) 

Thus,  in  addition  to  misleading  the  Patent  Office 
as  to  the  importance  of  the  certain  features  of  the 
device  claimed  in  claim  2,  Coleman  represented 
that  the  HoUingsworth  et  al  device  had  a  dead  air 
space  above  the  barrier  plate,  where  as  a  matter 
of  fact  it  employs  an  arrangement  which  is  the 
equivalent  of  the  basis  Coleman  urged  to  obtain 
a  patent  over  HoUingsworth  et  al. 

In  the  case  of  Floridin  v.  Attapulgus  Clay  Co., 
35  F.  Supp.  810,  814  (D.  Del.  1940),  affirmed  125 
F.  2d  669  (3rd  Cir.  1942),  the  court  under  the  same 
circumstances  held: 

"It  now  appears  from  Fitzsimmons'  test  sheets 
which  he  did  not  furnish  to  the  Patent  Office  and 
also  from  his  testimony  in  this  case  that  the  tests 
to  which  Fitzsimmons  refers  actually  gave  results 
exactly  opposite  to  those  stated  by  him  in  his  affi- 
davit. 
***** 

"The  presumption  of  validity  of  the  Hartshorn e 
patent  is  destroyed  because  the  Patent  Office  was 
induced  to  allow  the  Hartshorne  i^atent  over  the 
Ikeda  patent  by  misrepresentations  [184]  regard- 
ing the  process  disclosed  in  the  Ikeda  x)atent." 

By  such  misrepresentations  made  to  the  Patent 
Office  to  obtain  a  patent,  Coleman  has  destroyed 
all  presumptions  of  validity  of  its  patent,  even  as 
to  references  of  record. 
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Conclusion 
There  is  no  genuine  issue  as  to  the  following: 

(1)  Harry  ]^.  Giwosky  did  not  invent  the  sub- 
ject matter  of  claim  2. 

(2)  No  supplemental  oath  was  filed  as  to  the 
su]:)ject  matter  of  claim  2. 

(3)  Claim  2  broadened  the  scope  of  the  original 
application  to  include  new  matter  long  after  the 
devices  now  alleged  to  infringe  claim  2  appeared 
on  the  market. 

(4)  Claim  2  is  not  patentable  over  x>ertinent 
prior  art. 

(5)  No  presumption  of  validity  over  the  prior 
art  exists  as  to  claim  2. 

This  course  should  therefore  smumarily  declare 
claim  2  invalid. 

Dated  this  28th  day  of  March,  1958. 

Respectfully  submitted, 

CHRISTIE,  PARKER  &  HALE, 
JAIMES  B.  CHRISTIE, 
C.  RUSSELL  HALE, 
RICHARD  B.  HOEaH, 
ASHLEY  STEWART  ORR, 
/s/  By    C.  RUSSELL  HALE, 
/s/  RICHARD  B.  HOEGH, 

Attorneys  for  Plaintilf.   [185] 

[Endorsed]  :    Filed  March  31,  1958. 
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[Title  of  District  Court  and  Cause.] 

MEMORANDUM     IN     OPPOSITION     TO 
MOTION  FOR  SUMMARY  JUDGMENT 

Plaintiff's  motion  for  summary  judgment  is 
plainly  improper  on  its  face.  The  motion  raises  a 
plethora  of  triable  issues  which  your  Honor  cannot 
be  expected  to  decide  without  hearing  all  of  the 
relevant  evidence.  In  accordance  with  the  local 
rule,  however,  Defendant  has  filed  a  full  statement 
of  the  genuine  factual  issues  raised  by  Plaintiff's 
involved  assertions,  but  it  is  believed  that  there  is 
no  need  to  go  into  this  matter  in  detail.  As  your 
Honor  will  immediately  recognize,  Plaintiff's  mo- 
tion raises  complex  questions  concerning  the  scope 
und  interpretation  of  the  patent  in  suit  and  its  rela- 
tion to  the  prior  art.  On  such  matters  the  Court 
should  have  the  benefit  of  testimony. 

Plaintiff's  motion  purports  to  be  supported  by 
an  affidavit  of  Defendant's  former  employee  and 
the  inventor  of  the  patent  in  suit,  Harr}^  L.  Gi- 
wosky.  This  affidavit  is  misleadingly  incomplete 
and  is  couched  in  phraseology  giving  rise  to  com- 
pletely false  inferences.  Mr.  Giwosky  has  at  De- 
fendant's request  executed  a  further  affidavit,  as 
submitted  herewith,  which  directly  rebuts  the  dubi- 
ous assertions  made  in  Plaintiff's  Memorandum  as 
allegedly  supported  by  statements  [194]  in  the  first 
Giwosky  affidavit. 

Plaintiff's  Memorandum,  for  example,  opens  with 
the  blatant  assertion  that  Harry  L.  Giwosky  "has 
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stated  under  oath  that  he  did  not  invent  the  sub- 
ject mattei'  of  Claim  2"  of  his  patent.  Nothing 
could  be  further  from  the  truth.  Mr.  Giwosky  did 
not  make  such  a  statement  in  the  affidavit  filed  by 
Plaintiff.  The  facts  are  as  described  in  para- 
graphs 2-4  of  Mr.  Giwosky's  second  affidavit  which 
was  executed  at  Defendant's  request.  As  stated  in 
the  concluding  sentences  of  this  portion  of  the  sec- 
ond Giwosky  affidavit: 

"My  patent  2,767,702  describes  this  means  of 
cooling  the  upj^er  end  portion  of  the  economizer, 
as  well  as  the  other  cooling  means  at  the  lower  end 
of  the  economizer  previously  described.  To  the  best 
of  my  knowledge  and  belief  I  am  the  first  and  sole 
inventor  of  both  of  these  cooling  means  as  applied 
to  economizer-equipped  gas  wall  heaters,  and  there 
had  been  no  public  use  or  public  disclosure  in  a 
printed  publication  of  either  of  these  cooling  means 
more  than  one  year  before  October  1,  1953,  the 
filing  date  of  my  patent  2,767,702." 

Plaintiff's  Memorandum  contains  the  further  ex- 
travagant statement  (j).  6)  : 

"In  addition,  Mr.  Giwosky  states  that  the  entire 
basis  upon  which  Coleman  obtained  a  i)atent — the 
use  of  room  air  to  cool  the  barrier  plate — is  of  no 
consequence." 

This  is  like  arguing  that  the  act  of  turning  oft* 
a  radiator  in  a  room  is  of  "no  consequence"  since 
the  object  to  be  accomplished  is  to  cool  the  room 
and  not  the  radiator  per  se.     Obviously,  however, 
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the  cooling  of  the  radiator  is  the  means  to  the 
desired  end.  As  explained  by  Mr.  Giwosky  in  liis 
second  affidavit: 

"As  stated  in  my  patent  application  as  origuially 
filed,  this  room  air  'impinged  upon  the  closure 
plate',  and  would  thereby  necessarily  be  in  heat 
exchange  relation  with  said  plate.  The  ultimate  ob- 
jective was  to  reduce  the  heat  transferred  to  the 
adjacent  wall  members  of  the  room  in  which  the 
heater  would  be  installed.  In  my  opinion  the  room 
air  inlet  just  described  accomplished  this  ol)jec- 
tive."   [195] 

The  affidavit  of  Alwin  B.  Newton  also  submitted 
by  Defendant  further  elucidates  the  matter: 

"I  further  agree  Avith  Mr.  Giwosky 's  statement 
that  the  object  of  providing  a  room  air  inlet  open- 
ing immediately  above  the  closure  plate  was  to  cor- 
rect the  overheating  in  that  area.  There  was  no 
need,  as  indicated  by  ^Ir.  Giwosky,  to  cool  the 
closure  plate  as  such.  However,  I  am  sure  that 
Mr.  Giwosky  did  not  mean  to  convey  any  such 
erroneous  idea  as  that  the  'impingement'  of  the 
room  air  on  the  upper  surface  of  the  closure  plate 
does  not  function  as  a  means  for  reducing  the  tem- 
peratures at  the  lower  end  portion  of  the  room  wall. 
(The  area  identified  by  the  Letter  'A').  Ob^n^ously 
it  does.  Whenever  a  stream  of  cool  air  contacts  a 
liot  metal  plate  it  is  necessarily  and  inevitably  in 
'heat  exchange'  relation  with  the  plate.  Thus,  the 
circulation  of  room  air  over  the  closure  plate  as 
illustrated  and  described  in  the  Giwosky  patent  will 
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lower  the  temperature  of  the  closure  iDlate,  thus 
in-turn  reducing  the  amount  of  heat  radiated  to  the 
surrounding  room  wall  elements." 

Discussion  of  Motion 

Basically,  Plaintiff's  motion  involves  two  con- 
tentions. The  first  contention  is  that  Claim  2  of 
the  Giwosky  patent  is  directed  to  a  materially  dif- 
ferent invention  from  anj^  subject  matter  that  was 
disclosed  in  the  original  specification  and/or  cov- 
ered by  any  of  the  initial  claims.  Plaintiff's  sec- 
ond contention  is  the  usual  one  that  the  Giwosky 
patent  is  invalid  because  of  anticiiDation  by  an  as- 
serted combination  of  prior  art  patents.  To  de- 
cide either  of  these  questions  on  a  motion  for  sum- 
mary judgment  would  require  the  Court  to  read 
and  interpret  the  patent  in  suit,  its  file  wrapper, 
and  the  prior  art  without  the  benefit  of  testimony. 
Such  a  procedure  could  be  adopted  only  where: 
(1)  the  meaning  of  the  patent  specification,  claims 
and  prior  art  are  so  clear  that  they  do  not  require 
elucidation  by  factual  testimony,  and  (2)  where 
there  are  no  conflicting  interx:>retations  of  the  speci- 
fication, claims  or  prior  art.  Park-In  Theatres  v. 
Perkins  (C.A.  9,  1951),  190  F.  2d  137,  142.  Clearly, 
that  is  not  the  present  case.  [196] 

Alward  v.  Jordan  Marsh  Co.  (D.  Mass.,  1953), 
111  F.  Supp.  758,  is  a  case  directly  in  point.  In 
denying  a  motion  for  summary  judgment  on  the 
same  issue  raised  by  Plaintiff  herein  the  C(~>urt 
stated   (j).  759): 

"Defendant   contends   that   the   additions   admit- 
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tedly  made  to  Alward's  application  were  substan- 
tial and  material.  Plaintiff  argues  that  they  were 
not.  This  is  a  material  issue  of  fact  on  which  the 
parties  are  m  dispute."  (emphasis  added.) 

Tlie  basis  on  which  Siegler  is  attempting  to  at- 
tack Coleman's  patent  is  in  fact  peculiarly  inap- 
propriate for  determination  on  summary  judgment. 
A  patent  apxDlicant  is  given  great  latitude  in  amend- 
ing his  sjDecification  and  claims.  Glade  v.  Wal- 
green Co.  (C.A.  7,  1941),  122  F.  2d  306,  311;  Coats 
Loaders  &  Stackers,  Inc.  v.  Henderson  (C.A.  6, 
1956,  233  F.  2d  915,  924;  Carson  v.  American 
Smelting  &  Refining  Co.  (C.A.  9,  1925),  4  F.  2d 
463,  470-471. 

As  held  in  the  Coats  Loaders  case  (p.  924) : 

"What  occurred  during  the  prosecution  of  the 
Henderson  application  was  what  often  occurs  in  the 
course  of  extensive  prosecution  in  tlie  Patent  Office : 
the  claims  of  the  application  were  substantially 
amended  in  order  to  clearly  delineate  the  invention 
in  relation  to  the  prior  art.  The  claims  to  the  sub- 
combination fuially  allowed  were  so  different  from 
the  combination  originally  advanced  that  the  speci- 
fication was  amended  to  provide  a  more  direct  cor- 
respondence between  the  disclosure  and  the  claims. 
We  do  not  under.stand  that  Mimcie  Gear  decision 
defeats  the  validity  of  claims  finally  issuing  after 
such  a  Patent  Office  history,  despite  an  intervening 
public  use,  so  long  as  there  was  in  the  original 
application  a  full  disclosure  of  the  invention  finally 
claimed,  as  we  have  found  that  there  was  here." 

It  is  Coleman's  position  in  the  present  suit  that 
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Claim  2  of  the  Giwosky  patent  not  only  is  ade- 
quately sux)poi'ted  hj  the  original  specification, 
which  is  all  that  the  foregoing  cases  require,  but 
that  additionally  and  even  more  conclusive  is  the 
fact  that  the  iuA'cntion  covered  by  Claim  2  was  at 
all  times  part  of  the  subject  matter  to  which  claims 
were  directed,  both  originally  and  throughout  the 
prosecution  of  the  Griwosky  application.  Stated 
otherwise,  it  is  Defendant's  position  that  the  alleged 
departure  from  the  Giwosky  application  [197]  as 
originally  filed,  reduces  to  a  mere  quibl^le  over 
terminology. 

Plaintiff's  contention  that  the  Giwosky  patent 
should  be  held  invalid  as  anticipated  by  the  Browell 
patent  hardly  deserves  discussion  on  a  motion  for 
summary  judgment.  Plaintiff  now  says  that  the 
old  Browell  patent  (No.  268,860  of  1882)  in  the 
fireplace  art  is  relevant  to  the  design  of  recessed 
gas  wall  heaters.  It  was  not  so  very  long  ago, 
however,  that  the  Court  of  Appeals  for  this  Cir- 
cuit affirmed  your  Honor's  holding  to  the  contrary, 
and  at  the  urging  of  Plaintiff's  predecessor  in  lousi- 
ness, the  Holly  Company.  The  Coleman  Company, 
Inc.  V.  Holly  Manufacturing  Company  (C.A.  9, 
1956),  233  F.  2d  71,  77,  83. 

The  attempted  reliance  of  Plaintiff  on  its  OAvn 
Hollingsworth  patent  is  likewise  misplaced.  The 
Patent  Office  expressly  held  that  Giwosky  had  in- 
vented patentable  imjorovements  in  economizer- 
equipped  gas  wall  heaters  over  anything  taught  in 
the  Hollingsworth  joatent.  The  fact  that  the  Gi- 
wosky heater  was  held  to  infringe  the  Hollings- 
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worth  patent  is  completely  irrelevant  to  the  present 
controversy.  As  set  out  more  fully  in  the  affidavit 
of  Mr.  Newton,  Coleman  contends  that  Holly  rede- 
signed its  wall  heaters  after  the  introduction  of 
the  Giwosky  heater  by  Coleman,  and  that  the  rede- 
signed Holly  heater  included  one  of  the  improve- 
ments invented  hj  Giwosky.  Clearly,  Holly's  o\vn- 
ershi})  of  the  Hollingsworth  patent  gave  it  no  right 
to  appropriate  a  later  developed  improvement  of 
a  competitor. 

Respectfully  submitted, 

PARKER,  STANBURY,  REESE  & 
McGEE, 
/s/  By   RAYMOND  G.  STANBURY, 
Attorneys  for  Defendant. 
Of  Counsel: 

Timothy  L.  Tilton,  Dawson,  Tilton,  Fallon  & 
Lmigmus.  John  F.  Eberhardt,  Foulston,  Sief- 
kin,  Schoeppel,  Bartlett  &  Powers.   [198] 

Affidavit  of  Service  by  Mail  Attached.    [199] 

[Endorsed]  :     Filed  May  1,  1958. 


[Title  of  District  Court  and  Cause.] 

AFFIDAVITS  SUBMITTED  BY  DEFENDANT 
IN  OPPOSITION  TO  PLAINTIFF'S  MO- 
TION FOR  SUMMARY  JUDGMENT 

The  attached  affidavits  of  Alwin  B.  Newton  and 
Harry  L.  Giwosky  are  being  submitted  by  Defend- 
ant-Coimterclaimant    in    opposition    to    Plaintiff's) 
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motion  for  summary  judgment  pursuant  to  Federal 
Eule  56. 

The  affidavit  of  Mr.  Newton  establishes  the  real 
and  substantial  nature  of  the  controversy  herein 
where  the  basic  issue  is  whether  Plainti:ff  has  appro- 
priated the  inventive  subject  matter  of  Claim  2  of 
the  Griwosky  patent.  This  affidavit  also  directly 
controverts  Plaintiff's  interpretation,  or  rather  mis- 
interpretation, of  the  Giwosky  patent  and  file  wrap- 
per. 

The  Giwosky  affidavit  supplements  and  clarifies 
his  prior  affidavit  that  was  executed  at  Plaintiff's 
request.  When  the  first  and  second  Giwosky  affi- 
da^dts  are  read  together  it  is  clear  that  there  is 
no  basis  for  Plaintiff's  assertion  that  Giwosky  did 
not  invent  the  subject  matter  of  Claim  2  of  his 
patent.  Mr.  Giwosky's  second  affidavit  also  estab- 
lishes that  Plaintiff's  contention  with  regard  to  the 
phrase  "heat  exchange  relation"  is  a  mere  quibble 
[201]  over  a  minor  point  of  terminology. 

Respectfully  submitted, 

PARKER,  STANBURY,  REESE  & 
McGEE, 
/s/  By   RAYMOND   G.    STANBURY, 

Attorneys  for  Defendant, 

Of  Counsel: 

Timothy  L.  Tilton,  Dawson,  Tilton,  Fallon  & 
Lungmus.  John  F.  Eberhardt,  Foulston,  Sief- 
kin,  Schoeppel,  Bartlett  &  Powers.  [202] 
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AFFIDAVIT  OF  ALWIN  B.  NEWTON 

State  of  Illinois, 
County  of  Cook — ss. 

Alwin  B.  Newton,  being  duly  sworn,  deposes  and 
states  as  follows: 

1.  I  am  Vice  President  in  charge  of  design  and 
research  for  The  Coleman  Company,  the  defendant 
and  counterclaimant  in  the  above-identified  suit.  I 
hold  bachelor's  and  master's  degrees  in  mechanical 
engineering,  respectively  from  Syracuse  University 
and  from  Massachusetts  Institute  of  Technology. 
I  have  had  rather  extensive  industrial  experience 
with  heating,  ventilating,  and  air  conditioning 
equipment.  Since  I  came  to  The  Coleman  Company 
in  1953,  I  have  been  directly  concerned  with  the 
design,  operation,  and  manufacture  of  gas  wall 
heaters.   [203] 

2.  I  am  familiar  with  Giwosky  patent  2,767,702 
and  with  the  wall  heaters  which  The  Coleman  Com- 
pany formerly  manufactured  in  accordance  with 
this  patent.  Before  the  inventor  of  that  heater, 
Mr.  Giwosky,  left  The  Coleman  Company  to  accept 
employment  elsewhere,  I  had  the  opportunity  on  a 
number  of  occasions  of  discussing  with  Mr.  Gi- 
wosky the  design  and  experimental  work  which 
resulted  in  the  wall  heater  described  in  his  patent 
2,767,702.  This  patent  was  assigned  by  Mr.  Gi- 
wosky to  The  Coleman  Company  while  he  was  in  its 
employment,  and  the  inventions  described  in  said 
patent  are  the  property  of  The  Coleman  Company. 
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3.  In  1954  the  Holly  Manufacturing  Company 
introduced  a  new  line  of  gas  wall  heaters,  which  in 
my  opinion  included  a  feature  that  to  my  laiowl- 
edge  had  previously  been  offered  commercially  only 
on  the  line  of  wall  heaters  which  The  Coleman 
Company  began  selling  late  in  1952.  Holly  had  a 
line  of  wall  heaters  on  the  market  diuing  the  years 
1952  and  1953,  but  the  wall  heaters  it  was  selling 
in  those  years  did  not  provide  a  room  air  inlet  on 
the  front  of  the  heater  immediately  above  the 
closure  plate  for  the  lower  heater  box.  The  line  of 
heaters  which  Holly  introduced  ni  1954,  hoAvever, 
did  provide  such  an  opening. 

4.  Exhibit  A  attached  hereto  is  a  photograiDh 
of  the  front  of  a  Holly  wall  heater  Model  350 S. 
The  heater  as  shown  is  complete,  including  both  the 
lower  heater  and  the  economizer,  but  the  louvered 
grill  member  has  been  removed  from  the  top  of 
the  outer  case.  As  indicated  on  Exhibit  A  there  is 
an  opening  ^^O"  immediately  above  the  closiu'e  plate 
"P"  which  is  approximately  IVo  inches  high  and  12 
inches  long.  This  is  the  opening  previously  re- 
ferred to  which  was  provided  on  the  new  line  of 
heaters  introduced  by  Holly  in  1954.  The  model 
shown  in  Exliibit  A  is  a  35,000  BTU  single  outlet 
miit,  which  is  the  capacity  and  type  of  heater  that 
was  stipulated  to  be  representative  [204]  in  the 
suit  between  Holly  and  Coleman  involving  Hollings- 
worth  patent  2,602,441. 

5.  To  my  knowledge  Holly  (now  a  part  of  The 
Siegler  Corporation)  continued  to  offer  for  sale  the 
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line  of  wall  heaters  represented  by  the  model  of 
Exhibit  A  imtil  sometime  during  the  early  part  of 
3957.  At  that  time,  Holly,  or  rather  The  Siegler 
Corporation  introduced  a  third  new  line  of  wall 
heaters.  This  third  line  of  wall  heaters  still  had 
the  opening  above  the  closure  plate,  notwithstand- 
ing the  fact  that  Holly  was  notified  in  December, 
1956  that  this  oj^ening  was  claimed  by  Coleman  to 
infringe  the  Giwosky  patent.  Exhil^it  B  attached 
hereto  is  a  photograph  showing  the  front  with  the 
louvered  grill  removed  of  the  35,000  BTU  single 
outlet  model,  (identified  as  "35S")  of  this  new  line. 
It  will  be  observed  that  the  opening  "O"  above 
closure  plate  '"P"  still  has  a  width  of  approxi- 
mately 12  inches  and  a  height  of  about  1^^.  inches. 

6.  I  have  studied  the  operation  of  the  Holly 
heaters  as  illustrated  by  the  models  of  Exhibits  A 
and  B.  It  is  my  opinion  that  in  the  Holly  heaters 
enough  room  air  enters  the  opening  "O"  above 
closure  plate  "P"  to  appreciably  reduce  room  wall 
temperatures  in  this  area,  as  described  in  Giwosky 
patent  2,767,702. 

7.  The  Holly  heaters,  as  represented  by  Exhibits 
A  and  B,  do  not  include  the  additional  cooling 
means  consistmg  of  a  third  heat  exchange  stage 
as  also  described  in  the  Giwosky  patent.  This  is  in 
itself  a  clear  demonstration  that  the  feature  de- 
scribed in  the  Giwosky  patent  of  circulating  room 
air  over  the  closure  plate  of  the  lower  heater  box 
is  capable  of  use  independent  of  the  third  heat 
exchange  stage.  As  described  to  me  by  Mr.  Giwosky 


82  Tlie  Coleman  Company,  Inc.,  vs. 

on  a  nimiber  of  occasions,  this  particular  room  air 
inlet  feature  was  designed  to  solve  the  problem  of 
overheating  in  the  room  wall  areas  immediately 
[205]  above  the  closure  plate,  and  therefore  could 
advantageously  be  incorporated  in  any  economizer- 
equipped  wall  heater  where  this  problem  presented 
itself. 

8.  During  the  accomiting  trial  in  the  suit  involv- 
ing the  HoUmgsworth  patent  2,602,441  (Holly  Man- 
ufacturing Company  v.  The  Coleman  Company, 
Inc.,  No.  15,886- WM  Civil),  I  testified  about  how 
the  infringing  Coleman  heaters  could  have  been 
redesigned  to  completely  eliminate  the  ]oassage  of 
air  from  the  lower  wall  space  over  the  closure  plate 
and  into  the  economizer  inlet.  (Accoimting  Tr.  974- 
975,  977-983.)  I  further  presented  in  that  proceed- 
ing an  overlay  dra^ving  illustrating  one  way  in 
which  this  might  have  been  done.  (Accounting  Ex- 
hibit BB.)  Since  the  conclusion  of  the  accounting 
trial  I  have  built  and  tested  experimentally  a  heater 
operating  like  that  shown  in  the  accounting  trial 
Exhibit  BB.  My  tests  again  confirmed  that  the 
wall  temperatures  in  the  area  above  the  closure 
plate  were  improved  (that  is  reduced)  by  the  com- 
plete exclusion  of  lower  wall  space  air  from  the 
economizer.  This  fijiding  confirms  the  utility  of 
the  Giwosky  direct  room  air  inlet  principle  whereby 
the  economizer  is  supplied  with  room  air  rather 
than  with  lower  wall  space  air.  An  important  as- 
pect of  the  Giwosky  principle  from  an  engineering 
standpoint  is  that  the  cool  room  air  contacts  the 
upper  surface  of  the  closure  plate  thereby  reducing 
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the  temperature  of  this  plate  which  in  turn  reduces 
the  amoimt  of  heat  radiated  to  the  adjacent  room 
wall  areas. 

9.  I  have  read  the  affidavit  of  Harry  L.  Giwosky 
which  has  been  filed  by  the  Plaintiff  Siegler.  I 
am  in  complete  agreement  with  Mr.  Giwosky's 
statement  that  one  of  the  principal  areas  where 
overheating  occurs  in  gas  wall  heaters  is  that 
marked  "A"  on  the  patent  drawing  attached  to  Mr. 
Giwoskv's  affidavit.  I  further  agree  with  Mr.  Gri- 
wosky's  statement  that  the  object  of  providing  a 
room  air  [206]  inlet  opening  immediately  above 
the  closure  plate  was  to  correct  the  overheating  in 
that  area.  There  was  no  need,  as  indicated  by  Mr. 
Giwosky,  to  cool  the  closure  plate  as  such.  How- 
ever, I  am  sure  that  Mr.  Giwosky  did  not  mean 
to  couA^ey  any  such  erroneous  idea  as  that  the  "im- 
pingement" of  the  room  air  on  the  upper  surface 
of  the  closure  plate  does  not  function  as  a  means 
for  reducing  the  temperatures  at  the  lower  end 
portion  of  the  room  wall.  (The  area  identified  by 
the  letter  "A").  Obviously  it  does.  Whenever  a 
stream  of  cool  air  contacts  a  hot  metal  plate  it  is 
necessarily  and  inevitably  in  "heat  exchange"  rela- 
tion with  the  plate.  Thus,  the  circulation  of  room 
air  over  the  closure  plate  as  illustrated  and  de- 
scribed in  the  Giwosky  patent  will  lower  the  tem- 
perature of  the  closure  plate,  thus  in-turn  reducing 
the  amount  of  heat  radiated  to  the  surrounding 
room  wall  elements. 

10.  I  have  read  Claim  2  of  the  Giwosky  patent 
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and  considered  the  language  of  tliis  claim  in  rela- 
tion to  the  operation  of  the  heater  described  in  that 
patent.  It  is  my  opinion  that  Claim  2  constitutes 
an  accurate  and  complete  description  of  Avhat  oc- 
curs when  I'oom  air  is  circulated  over  the  closure 
plate  and  beneath  the  lower  end  portion  of  the 
room  wall.  The  "room  air  inlet  means"  as  recited 
in  Claim  2  refers  to  the  inlets  20,  21  of  the  patent 
drawing.  This  "room  air  inlet  means",  as  further 
recited  in  Claim  2,  is  "constructed  and  arranged 
to  cause  room  air  to  pass  over  the  upper  surface  of 
said  barrier  plate  forward  portion  (the  closure  plate 
18)  in  heat  exchange  relation  therewith."  Furtlier- 
more,  Claim  2  is  complete  even  though  it  does  not 
require  the  third  heat  exchange  stage.  Either  of 
the  direct  room  air  cooling  means  of  the  Giwosky 
patent  are  capable  of  separate  use.  A  heatriig  engi- 
neer reading  this  patent  would  recognize,  for  ex- 
ample, that  the  feature  of  havmg  cool  room  air 
circulate  over  the  top  of  the  closure  plate  18  solved 
a  sej)arate  iDroblem  than  the  other  cooling  feature. 

/s/  ALWIN  B.  NEWTON. 

Subscribed  and  sworn  to  before  me  this  15th  day 
of  April,  1958. 

[Seal]        /s/  GENEVIEVE  M.  PRATT, 
Notary  Public.  [208] 


£r^/i./j,r 
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AFFIDAVIT  OF  HARRY  L.  GIWOSKY 

State  of  Wisconsin, 
County  of  Milwaukee — ss. 

Hariy  L.  Giwosky,  being  duly  sworn,  deposes 
and  states  as  follows: 

1.  I  am  the  Harry  L.  Giwosky  who  previously 
signed  an  affidavit  at  the  request  of  the  Siegler 
Corporation  in  connection  with  a  lawsuit  involving 
my  patent  2,767,702,  which  I  had  assigned  to  the 
Coleman  Company.  At  the  request  of  the  Cole- 
man Company  I  am  now  supplementing  my  prior 
affidavit. 

2.  The  Holly  wall  heaters  that  I  had  examined 
prior  to  October  1,  1953,  the  date  on  which  I  made 
application  for  my  patent  2,767,702,  were  equipped 
with  secondary  heat  exchangers  or  economizers  re- 
ceiving their  air  supply  from  the  wall  space  around 
the  low^er  heater  box,  as  described  in  Hollingsworth 
et  al  patent  2,602,441,  with  which  I  am  familiar. 
There  was  no  opening  in  the  Holly  heaters  for  the 
direct  admission  of  room  air  to  either  the  lower 
portion  or  the  upper  portion  of  the  economizers. 

3.  During  the  design  and  experimental  work 
leading  to  the  wall  heater  described  in  my  patent 
2,767,702,  I  first  encountered  a  problem  of  over- 
heating in  the  area  immediately  above  the  closure 
plate  of  the  primary  heater  box.  To  overcome  this 
problem  I  provided  an  opening  in  the  heater  just 
above  this  closure  plate  through  which  cool  room 
air  could  circulate.    As  stated  in  my  patent  appli- 
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cation  as  originally  filed,  this  room  air  "impinged 
upon  the  closure  plate",  and  would  thereby  neces- 
sarily be  in  heat  exchange  relation  with  said  plate. 
The  ultimate  objective  was  to  reduce  the  heat  trans- 
ferred to  the  adjacent  wall  members  of  the  room 
in  which  [211]  the  heater  would  be  installed.  In 
my  opinion  the  room  air  inlet  just  described  ac- 
complished this  objective. 

4.  At  a  later  time,  I  encounter  another  problem 
of  overheating.  This  occurred  in  the  wall  area 
around  the  upper  end  portion  of  the  economizer. 
This  difficulty  was  corrected  by  providing  a  third 
heat  exchange  stage  whereby  a  separate  increment 
of  cool  room  air  was  passed  around  the  flue  at  the 
upper  end  of  the  economizer.  My  patent  2,767,702 
describes  this  means  of  cooling  the  upper  end  x^or- 
tion  of  the  economizer,  as  well  as  the  other  cooling 
means  at  the  lower  end  of  the  economizer  previously 
described.  To  the  best  of  my  knowledge  and  be- 
lief I  am  the  first  and  sole  inventor  of  both  of  these 
cooling  means  as  applied  to  economizer-equipped 
gas  wall  heaters,  and  there  had  been  no  public  use 
or  public  disclosure  in  a  printed  publication  of 
either  of  these  cooling  means  more  than  one  year 
before  October  1,  1953,  the  filing  date  of  my  patent 
2,767,702. 

5.  The  heater  which  was  approved  by  AGA  and 
which  Coleman  manufactured  and  sold  commer- 
cially starting  in  late  1952  had  both  of  the  cooling 
means  previously  described.  This  Coleman  heater 
therefore  differed  in  these  two  important  respects 
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from  the  Holly  heater  as  sold  up  to  that  time.  In 
my  opinion,  however,  the  wall  temperatures  in 
front  of  the  economizer  of  the  Holly  heaters  would 
have  been  improved  by  incorporating  in  the  Holly 
heaters  one  or  both  of  the  cooling  means  described 
in  my  patent  2,767,702.  If  there  was  a  need  for 
I'educing  the  front  wall  temperatures  in  the  area 
immediately  above  the  closure  plate  of  the  X)rimar3^ 
heater,  then  it  would  be  desiraj^le  to  provide  for 
the  circulation  of  cool  room  air  beneath  the  lower 
end  of  the  room  wall  and  over  the  upper  surface 
of  the  closure  x^late  as  described  in  my  patent.  This 
could  ])e  done  independently  of  the  passing  of  room 
air  around  [212]  the  flue  in  the  upper  portion  of 
the  economizer,  as  also  described  in  my  patent.  I 
preferred  to  employ  these  two  cooling  means  jointly 
but  this  does  not  mean  that  they  were  incapa])le 
of  separate  use. 

/s/  HARRY  L.   GIWOSKY. 

On  this  14th  of  April,  1958,  before  me  a  notary 
public  of  the  State  and  in  the  county  aforesaid 
appeared  Harry  L.  Giwosky,  personally  known  to 
me,  and  made  the  foregoing  statement  of  para- 
graphs 1  to  5  inclusive  upon  oath  and  as  his  free 
and  voluntary  act. 

[Seal]         /s/  G.  R.  FLYNN, 

Notary  Public.  3/12/1961  [213] 

AJfidavit  of  Service  by  Mail  Attached.  [214] 

[Endorsed]  :    Filed  May  1,  1958. 
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[Title  of  District  Court  and  Cause.] 

STATEMENT   OF   GENUINE  ISSUES 

Now  comes  Defendant- Counter  claimant,  The  Cole- 
man Company,  and  states  that  Plaintiff's  motion 
for  summary  judgment  is  not  well  founded  as  to 
any  of  the  four  grounds  asserted  by  Plaintiff  be- 
cause genuine,  material,  and  triable  issues  of  fact 
exist  as  to  each  of  said  grounds,  as  more  particu- 
larly specified  below. 

First  Ground 

(1)  Did  Harry  L.  Giwosky  invent  the  subject 
matter  of  Claim  2  of  Patent  No.  2,767,702? 

(2)  Was  the  subject  matter  of  Claim  2  of  Patent 
2,767,702  described  in  the  specification  of  the  appli- 
cation for  said  patent  as  origmally  filed? 

(3)  Was  Claim  3  of  the  Giwosky  application  as 
originally  filed  directed  to  substantially  the  same 
invention  as  Claim  2  of  the  issued  patent  ?  [216] 

(4)  Was  there  at  all  times  from  the  date  of  orig- 
inal filing  to  the  date  of  issuance  of  the  Giwosky 
patent  at  least  one  claim  before  the  Patent  Office 
directed  to  substantially  the  inventive  subject  mat- 
ter of  Claim  2  of  the  issued  patent? 

(5)  Is  Claim  1  of  the  Giwosky  patent  directed  to 
a  different  invention  from  Claim  2  of  the  same 
patent  ? 

(6)  What  bearing,  if  any,  do  American  Gas  Asso- 
ciation Regulations  have  on  the  question  of  what 
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claims  may  be  properly  presented  in  a  patent  ap- 
plication ? 

(7)  Were  any  amendments  made  to  the  specifi- 
cation and/or  claims  of  the  Giwosky  patent  applica- 
tion which  represent  "new  matter"  and  thereby  con- 
stitute a  departure  from  the  specification  and  claims 
of  said  application  as  originally  filed? 

(8)  Does  Claim  2  of  the  Giwosky  patent  depend 
on  any  "new  matter"  that  was  introduced  into  the 
specification  by  amendment? 

(9)  Is  the  statement  in  Claim  2  of  the  Giwosky 
patent  that  the  room  air  is  in  "heat  exchange  rela- 
tion" with  the  barrier  plate  a  mere  variation  in  lan- 
guage from  the  specification  as  originally  filed, 
which  stated  that  the  cool  room  air  "impinged 
upon"  this  barrier  plate? 

(10)  Is  it  not  inherent  that  whenever  cool  air  is 
brought  in  contact  with  a  hot  metal  plate  it  is  in 
"heat  exchange  relation"  with  the  plate? 

(11)  Can  the  Giwosky  room  air  cooling  means  as 
covered  broadly  by  Claim  2  of  Patent  2,767,702  be 
used  independently  of  a  third  heat  exchange  stage? 

(12)  Does  the  Giwosky  room  air  cooling  means 
for  economizer-equipped  wall  heaters  have  utility 
in  2-stage  as  well  as  3-stage  wall  heaters  ? 

Second  Ground 
The  foregoing  factual  issues  are  all  material  to 
the  Plaintiff's  second  ground  for  summary  judg- 
ment, and  are  therefore  incorporated  hereunder  by 
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reference.  The  Court's  attention  is  particularly  di- 
rected to  issues  2-4  and  7-9  as  previously  stated. 
One  particularly  imi^ortant  triable  issue  hereunder 
may  be  summarized  as  follows:  [217] 

(13)  Is  Claim  2  of  the  Giwosky  patent  directed 
to  inventive  subject  matter  which  is  supported  by 
the  Giwosky  application  as  originally  filed? 

Third  Ground 

(14)  Is  Claim  2  of  the  Giwosky  patent  valid 
over  the  prior  art? 

(15)  Does  the  fact  that  Coleman's  commercial 
wall  heaters  constructed  in  accordance  with  the 
Giwosky  patent  were  held  to  infringe  Hollings- 
worth  Patent  No.  2,602,441  have  any  bearing  on  the 
question  of  whether  the  Giwosky  patent  covers  pat- 
entable improvements  over  the  Hollingsworth  de- 
sign? 

(16)  Does  Browell  Patent  No.  268,860  anticipate 
the  invention  covered  by  Claim  2  of  the  Giwosky 
patent  ? 

(17)  Can  the  Browell  patent  be  combined  with 
the  Hollingsworth  patent  to  invalidate  Claim  2  of 
the  Giwosky  patent? 

Fourth  Ground 

(18)  Did  the  United  States  Patent  Office  over- 
look the  most  pertinent  prior  art  in  its  examination 
of  the  Giwosky  application? 

(19)  Is  the  Browell  Patent  No.  268,860  merely 
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cumulative  with  other  patents  ofQcially  cited  against 
the  Giwosky  application  by  the  Patent  Office? 

(20)  Was  the  Patent  Office  misled  by  any  untrue 
representations  during  the  prosecution  of  the  Gi- 
wosky application? 

Respectfully  submitted, 

PARKER,  STANBURY,  REESE 
&  McGEE, 
/s/  By   RAYMOND  G.  STANBURY, 
Attorneys  for  Defendant. 

Of  CoTmsel :  Timothy  L.  Tilton,  Dawson,  Tilton, 
Fallon  &  Lungmus.  John  F.  Eberhardt,  Foul- 
ston,  Siefkin,  Schoeppel,  Bartlett  &  Powers. 

Certification 

I,  Raymond  G.  Stanbury,  as  attorney  for  Defend- 
ant-Counterclaimant  in  the  above-captioned  action 
hereby  certify  that  the  foregoing  "Statement  of 
Genuine  Issues"  has  been  made  in  good  faith  and 
not  for  purposes  of  delay,  and  that  in  my  opinion 
material  disputed  and  triable  issues  exist  between 
the  parties  hereto  as  to  each  of  the  four  grounds 
asserted  by  Plaintiff  in  its  motion  for  summary 
judgment. 

/s/  RAYMOND  G.  STANBURY.   [219] 

Affidavit  of  Service  by  Mail  Attached.  [220] 

[Endorsed] :  Filed  May  1,  1958. 
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[Title  of  District  Court  and  Cause.] 

EEPLY  TO  DEFENDANT'S  MEMORANDUM 
IN  OPPOSITION  TO  PLAINTIFF'S  MO- 
TION FOR  SUMMARY  JUDGMENT 

Plaintiff  has  brought  the  present  Motion  for 
Summary  Judgment  in  order  to  eliminate  the  time 
and  expense  involved  in  needlessly  trying  the  issue 
of  infringement  of  Coleman's  Giwosky  Patent  No. 
2,767,702,  for  it  is  clear  from  the  uncontroverted 
evidence  of  record  that  Claim  2  of  this  patent  is 
invalid  and  unenforceable. 

Defendant  alleges  that  the  present  Motion  for 
Summary  Judgment  is  improper  because  there  are 
triable  issues  of  fact  on  which  this  Court  should 
have  the  benefit  of  testimony.  It  is  well  established 
that  a  Motion  for  Summary  Judgment  is  proper  if 
it  merely  requires  the  application  of  legal  stand- 
ards to  facts  which  are  adequately  presented  to  the 
Court  in  the  form  of  affidavits,  issued  patents  or 
documents.  Park-in  Theatres,  Inc.  v.  Perkins  (9th 
Cir.,  1951)  190  F.  2d  137;  Delco  Chemicals  v.  Cee- 
Bee  Chemical  [221]  Co.,  157  F.  Supp.  583  (S.D. 
Cal.,  1957). 

The  present  Motion  may  be  resolved  on  the  basis 
of  the  file  history  of  Coleman's  Giwosky  patent,  the 
two  affidavits  of  Mr.  Giwosky,  and  the  patents  to 
Hollingsworth  et  al.  and  Browell,  all  of  which  are 
already  of  record.  The  matters  set  forth  in  these 
documents  are  not  complex,  and  any  factual  matters 
can  ])e  determined  merely  by  inspecting  the  docu- 
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ments.  The  present  Motion  can  be  resolved  on  any 
one  of  several  grounds  without  raising  any  material 
issues. 

Neither  Coleman  nor  Siegler  (nor  its  predeces- 
sor, Holly)  has  manufactured  or  sold  wall  heaters 
in  accordance  with  the  structure  shown  in  Cole- 
man's Giwosky  patent.  It  is  merely  a  paper  patent 
which  has  not  served  to  advance  science  or  indus- 
try, and  hence  it  is  of  little  significance. 

The  Giwosky  patent  purports  to  cover  wall  heat- 
ers employing  a  primary  heater  located  in  a  lower 
box  and  a  secondary  heat  exchanger  or  economizer 
disposed  about  the  flue  above  the  lower  box,  wherein 
all  of  the  air  for  the  secondary  heat  exchanger  or 
economizer  is  admitted  from  the  room  through  an 
opening  located  above  the  lower  box  about  midway 
along  the  heater  structure.  This  Court  and  the 
Court  of  Appeals  have  found  that  wall  heaters 
which  Coleman  manufactured  and  sold  during  the 
years  1952  to  1957  took  air  for  the  secondary  heat 
exchanger  or  economizer  from  the  space  about  the 
lower  box,  and  hence  infringed  the  Hollingsworth 
et  al.  patent  owned  by  plaintiff.  Holly  v.  Coleman, 
No.  15,886- WM.  These  wall  heaters  did  not  obtain 
all  the  air  for  the  secondary  heat  exchanger  or  econ- 
omizer through  the  opening  at  the  top  of  the  lower 
box  in  accordance  with  the  disclosure  of  Coleman's 
Giwosky  patent.  Instead,  the  wall  heaters  obtained 
a  substantial  portion  of  this  air  from  the  space 
about  the  sides  and  back  of  the  lower  box  in  accord- 
ance with  the  disclosure  of  plaintiff's  Hollings- 
worth et  al.  patent.  [222] 
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When  Coleman  was  forced  to  discontinue  the 
manufacture  and  sale  of  the  infringing  heaters  hj  a 
fuial  injunction  it  did  not  go  over  to  the  wall  heater 
design  which  is  shown  in  its  Giwosky  patent,  but 
rather  it  went  to  a  design  which  does  not  employ 
any  secondary  heat  exchanger  or  economizer. 

In  an  affidavit  sul^mitted  in  support  of  defend- 
ant's opposition  to  the  present  Motion,  Mr.  Newton 
states  that  since  the  conclusion  of  the  accountins: 
trial  in  the  other  action  he  has  built  and  tested  ex- 
perimentally a  wall  heater  following  the  design  of 
the  Giwosky  joatent  in  which  the  air  flow  about  the 
lower  box  is  completely  excluded  from  the  econo- 
mizer. If  the  wall  heaters  which  were  the  subject 
of  Mr.  Newton's  ex  parte  tests  do  in  fact  exclude 
this  air,  it  is,  so  far  as  the  evidence  in  the  two  law- 
suits in  question  is  concerned,  the  very  first  wall 
heater  to  be  constructed  in  accordance  with  the  de- 
sign of  the  Giwosky  patent.  Aiiy  such  tests  have 
only  philosophical  significance  in  this  action  and 
have  no  legal  significance  in  the  earlier  Case  No. 
15,886- WM,  since  they  were  not  conducted  prior  to 
Coleman's  infringement. 

In  an  endeavor  to  raise  an  issue  of  fact,  Mr.  New- 
ton in  his  affidavit  su])mitted  two  pictures  of  wall 
heaters  manufactured  by  plaintiff  showing  openings 
designated  "0"  which  he  alleges  constitute  infringe- 
ment of  Coleman's  Giwosky  patent.  Plaintiff's  heat- 
ers do  have  such  openings,  because  it  is  more  eco- 
nomical to  construct  the  wall  heaters  that  way.  (See 
Hollingsworth  deposition.)  However,  there  is  a 
marked  difference  in  the  function  of  these  openings 
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in  plaintiff's  wall  heaters  and  in  the  wall  heaters  of 
the  Giwosky  patent.  Coleman's  Giwosky  patent  re- 
quires that  air  enter  this  opening  to  provide  the  air 
for  the  secondary  heat  exchanger  or  upper  portion 
of  the  wall  heater.  In  plaintiff's  wall  heaters  air 
comes  out  of  this  opening  rather  than  going  into  it. 
(Hollingsworth  deposition.)  The  air  which  comes 
out  of  this  opening  in  plaintiff's  wall  heaters  is  a 
portion  of  the  air  which  passes  [223]  through  the 
space  about  the  sides  and  back  of  the  lower  box.  In 
other  words,  plaintiff's  heater  still  obtains  the  air 
for  the  secondary  heat  exchanger  from  the  space 
about  the  sides  and  back  of  the  lower  box  in  accord- 
ance with  the  disclosure  in  plaintiff's  Hollingsworth 
et  al.  patent,  and  plaintiff's  heaters  do  not  obtain 
the  air  for  the  secondary  heat  exchanger  through 
the  opening  designated  "O"  in  Mr.  Newton's  photo- 
graphs. 

These  matters  raised  by  Mr.  Newton's  affidavit 
are  directly  concerned  with  the  issue  of  infringe- 
ment which  is  a  triable  issue  of  fact,  and  which  is 
not  in  issue  in  the  present  Motion.  These  matters 
are  discussed  briefly  here  in  order  to  provide  proper 
background  for  consideration  of  the  issues  of  law 
which  are  directly  before  this  Court  on  plaintiff's 
Motion  for  Summary  Judgment. 

Defendant  alleges  that  there  are  numerous  triable 
issues  of  fact  as  to  each  of  the  grounds  asserted  in 
plamtiff's  Motion  for  Summary  Judgment.  Most  of 
the  issues  can  be  resolved  merely  by  reading  the 
documents  of  record.  The  remaining  alleged  issues 
are  not  material  with  respect  to  the  issues  raised  by 
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the  Motion  for  SiinTmary  Judgment.  The  alleged 
issues  are  discussed  below  under  the  respective 
grounds  asserted  by  plaintiff. 

I. 

The  Named  Inventor  Was  Not  the  Inventor  Nor 
the  First  Inventor  of  the  De^i.ce  Claimed  in 
Claim  2 

(1)  Did  Harry  L.  Giwosky  mvent  the  subject 
matter  of  Claim  2  of  Patent  No.  2,767,702? 

This  matter  may  be  ascertained  by  reading  the 
file  history  of  the  Giwosky  patent  and  Mr.  Gi- 
wosky's  two  affidavits  of  record 

Claim  2  purports  to  cover  a  wall  heater  employ- 
ing only  two  stages  of  heat  exchange.  The  specifi- 
cation and  claims  of  the  Giwosky  patent  applica- 
tion, as  originally  filed,  described  and  claimed  wall 
heaters  employing  three  stages.  The  specification  or 
[224]  drawings  did  not  disclose  or  suggest  the  pos- 
sibility of  using  only  two  stages,  and  they  did  not 
show  how  the  third  stage  could  be  omitted.  It  is  well 
established  that  the  elimmation  of  one  element  in  a 
combination  claim  makes  the  claim  for  a  new  and 
different  invention.  Muncie  Gear  v.  Outboard  Steel 
Company,  315  U.S.  759  (1942) ;  Milcor  Steel  Com- 
pany V.  Fuller  Company,  316  U.S.  143  (1942). 

Moreover,  Mr.  Giwosky  stated  in  paragraph  5  of 
his  affidavit  which  was  submitted  with  plaintiff's 
motion,  that  he  built  and  tested  a  wall  heater  and 
economizer  structure  that  lacked  the  third  stage  of 
heat  exchange,  and  found  that  such  a  wall  heater 
was  unsatisfactory  because  of  overheating  in  the 
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upper  part  of  the  economizer.  Mr.  Giwosky  went  on 
to  point  out  in  paragraph  10  of  his  affidavit  that 
Claim  2  of  the  patent  makes  no  reference  to  the 
third  stage  which  he  had  found  to  be  essential  to 
the  proper  operation  of  the  device  to  which  the  pat- 
ent is  directed. 

Clearly,  any  invention  which  Mr.  Giwosky  made 
must  include  all  of  the  elements  which  he  found  to 
be  essential  to  the  proper  operation  of  the  device. 
He  found  the  third  stage  to  be  essential,  and  hence, 
Claim  2  which  omits  one  essential  element  is  not 
part  of  Mr.  Giwosky's  invention. 

In  a  subsequent  affidavit  by  Mr.  Giwosky  which 
is  submitted  with  defendant's  Opposition  to  the 
present  motion,  Mr.  Giwosky  does  not  contradict 
his  previous  statement.  His  later  affidavit  merely 
states  in  paragraph  5  that  he  "preferred  to  employ 
these  two  cooling  means"  for  the  secondary  heat  ex- 
changer "jointly"  (i.e.,  three  stages  of  heat  ex- 
change including  the  stage  through  the  primary 
heater  or  lower  box),  but  that  this  does  not  mean 
that  the  two  cooling  means  were  "incapable  of  sep- 
arate use."  In  other  words,  Mr.  Giwosky's  affidavits 
state  that  his  invention  was  a  three-stage  wall 
heater  and  that  portions  of  his  wall  heater  might 
[225]  be  capable  of  use  in  devices  other  than  the 
invention  covered  by  his  patent. 

Possibly  the  two  cooling  means  are  capable  of 
separate  use,  but  the  Giwosky  patent  does  not  show 
how  they  could  be  used  separately,  and  Mr.  Giwosky 
found  both  the  so-called  cooling  means  or  stages  of 
heat  transfer  in  the  secondary  heat  exchanger  to  be 
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essential  to  the  proper  operation  of  the  wall  heater, 
as  set  forth  in  paragraph  10  of  his  first  affidavit. 
Clearly,  any  invention  which  Mr.  Giwosky  made 
must  include  all  the  stages  which  he  found  to  be 
essential  to  the  proper  operation  of  the  device.  His 
patent  cannot  be  enlarged  by  the  assignee  years 
later  to  encompass  a  different  combination  which 
does  not  include  all  of  the  elements  which  Mr.  Gi- 
wosky found  to  be  essential  to  the  proper  operation 
of  the  de^'ice. 

(2)  Was  the  subject  matter  of  Claim  2  of  Patent 
2,767,702  described  in  the  specification  of  tlie  appli- 
cation for  said  patent  as  originally  filed? 

This  matter  may  be  ascertained  hy  reading  the 
specification  of  the  application,  as  originally  filed,  a 
certified  copy  of  which  was  sul^mitted  with  plain- 
tiff's motion  papers. 

In  the  third  paragraph  of  the  specification,  it  is 
stated,  "A  still  further  object  is  to  provide  a  struc- 
ture in  which  a  plurality  of  cooling  streams  are  em- 
ployed in  connection  with  the  flue,  the  streams  being 
introduced  at  the  points  where  the  greatest  danger 
of  overheating  was  present." 

Clearly,  this  statement  requires  at  least  two  cool- 
ing streams  or  stages  of  heat  exchange  along  the 
flue  in  addition  to  the  first  stage  of  heat  exchange 
in  the  primary  heater  or  lower  box.  Thus  the  orig- 
inal application  was  directed  to  three  stages  of  heat 
exchange. 

In  an  endeavor  to  broaden  the  original  applica- 
tion, Coleman  amended  this  statement  on  July  11, 
1956,  nearly  three  years  after  [226]  the  application 
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was  filed.  The  amended  statement  reads  as  follows, 
the  imdeiiined  portion  showing  the  amendment: 
"A  still  further  object  is  to  provide  a  structure  in 
which  one  or  a  plurality  of  cooling  streams  are 
employed  in  connection  with  the  flue,  the  streams 
being  introduced  at  the  points  where  the  greatest 
danger  of  overheating  is  present." 

Even  if  this  change  in  the  wording  of  the  appli- 
cation were  proper,  it  would  still  fail  to  enlarge  the 
scope  of  the  application  so  as  to  cover  a  flue  em- 
ploying only  one  cooling  stream  because  the  appli- 
cation does  not  show  how  a  wall  heater  could  be 
constructed  employing  only  one  cooling  stream  in 
comiection  with  the  flue. 

The  description  of  the  oxDeration  of  the  device 
further  emphasizes  the  fact  that  the  Giwosky  pat- 
ent is  directed  to  a  wall  heater  having  three  stages 
of  heat  exchange.  The  description  states,  "In  the 
foregoing  structure  it  will  be  observed  that  in  addi- 
tion to  the  air  heated  by  the  primary  wall  heater, 
there  are  introduced  into  the  wall  interior  or  into 
the  casing  22  therein,  at  least  two  increments  of 
cooling  air."  (Patent,  Col.  2,  lines  63-66.) 

Clearly,  the  specification  describes  the  structure 
and  operation  of  a  device  employing  two  stages  of 
heat  exchange  in  addition  to  the  stage  where  air  is 
heated  by  the  primary  heater.  The  specification  does 
not  describe  how  such  a  wall  heater  could  be  modi- 
fied to  operate  with  only  one  stage  of  heat  inter- 
change in  addition  to  the  stage  in  the  primary 
heater. 

(3)    Was  Claim  3  of  the  Giwosky  application  as 
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originally  filed  directed  to  substantially  the  same 
invention  as  Claim  2  of  the  issued  i)atent? 

This  matter  may  be  ascertained  by  reading  the 
two  claims. 

Claim  3  of  the  Giwosky  application  as  originally 
filed  reads  as  follows: 

"In  a  wall  heater  structure  equipped  with  a  flue 
[227]  extending  upwardly  between  the  panels  of  a 
wall,  a  casing  about  said  flue,  an  inlet  for  said  cas- 
ing near  the  lower  portion  of  said  flue,  a  barrier 
extending  across  said  casing  at  an  intermediate 
point  of  said  flue,  an  opening  below  said  barrier 
for  discharging  heated  air,  and  an  opening  in  said 
casing  above  said  barrier  for  admitting  cool  air 
about  said  flue." 

This  claim  requires  an  inlet  near  the  lower  por- 
tion of  the  flue,  which  is  the  inlet  which  communi- 
cates with  the  inlet  20  of  the  patent  drawings  for 
admitting  the  second-stage  air  to  the  lower  portion 
of  the  secondary  heat  exchanger  or  economizer.  The 
claim  also  requires  a  barrier  extending  across  the 
economizer  structure  with  an  opening  for  discharg- 
ing heated  air.  This  is  the  opening  23  which  dis- 
charges the  second  stage  air.  The  claim  further  re- 
quires an  opening  above  the  barrier  for  admitting 
cool  air  to  the  flue.  This  is  the  opening  27  of  the 
patent  drawings  which  admits  air  to  the  third  stage 
of  heat  interchange. 

Thus,  Claim  3  of  the  Giwosky  application  as  orig- 
inally filed  requires  the  second  and  third  stages  of 
heat  interchange  along  the  flue  in  conjunction  with 
the  primary  heater  or  first  stage  to  which  the  flue  is 


The  Siegler  Corporation  103 

coupled.  Claim  2  of  the  issued  patent  requires  only 
the  first  and  second  stages  of  heat  interchange. 

A  claim  which  is  directed  primarily  to  the  second 
and  third  stages  of  heat  interchange  is  different 
from  a  claim  which  is  directed  only  to  the  first  and 
second  stages  of  heat  interchange.  Coleman's  allega- 
tion in  its  statement  of  genuine  issues  that  this 
raises  a  triable  issue  of  fact  is  obviously  a  sham. 

(4)  Was  there  at  all  times  from  the  date  of  orig- 
inal filing  to  the  date  of  issuance  of  the  Giwosky 
patent  at  least  one  claim  before  the  Patent  Office 
directed  to  substantially  the  inventive  subject  mat- 
ter of  Claim  2  of  the  issued  patent?  [228] 

This  matter  may  be  ascertained  by  reading  the 
claims  which  appear  in  the  file  history  of  the  Gi- 
wosky patent,  and  may  be  answered  with  an  unequi- 
vocal no!  For  example,  all  of  the  original  claims 
required  the  third  stage  of  heat  exchange  which  is 
not  required  by  Claim  2.  The  portions  of  these 
claims  which  are  directed  to  the  third  stage  are  as 
follows : 

Claims  1  and  2 — "and  means  for  introducing  ad- 
ditional cooling  air  about  the  upper  portion  of  the 
flue" 

Claim  3 — "and  an  opening  in  said  casing  above 
said  barrier  for  admitting  cool  air  about  said  flue," 

Claims  4  and  5 — ^"and  an  inlet  above  said  barrier 
to  admit  cool  air  into  the  casing  about  said  flue," 

Claim  6 — "said  casing  being  provided  with  *  *  * 
and  with  an  inlet  above  said  barrier." 

(5)  Is  Claim  1  of  the  Giwosky  patent  directed  to 
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a  dift'erent  mvention  from  Claim  2  of  the  same 
patent  ? 

This  matter  may  be  ascertained  by  reading  the 
two  claims  in  question. 

Claim  1  of  the  Giwosky  patent  requires  three 
stages  of  heat  exchange  and  claim  2  of  the  Giwosky 
patent  requires  only  the  first  two  stages. 

(6)  What  bearing,  if  any,  do  American  Gas 
Association  regulations  have  on  the  question  of 
what  claims  may  be  properly  presented  in  a  patent 
application  ? 

This  matter  is  easy  to  resolve  and  it  has  little  or 
no  significance  with  respect  to  the  issues  of  the  pres- 
ent motion. 

The  American  Gas  Association  regulations  merely 
establish  minimum  requirements  for  appliances, 
such  as  wall  heaters,  so  as  to  protect  the  ultimate 
users  of  the  device.  Obviously  the  American  Gas 
Association  regulations  as  such  have  no  bearing  on 
the  question  of  what  claims  may  properly  l^e  pre- 
sented in  a  patent  application.  The  American  Gas 
Association  regulations  may  be  of  significance  [229] 
with  respect  to  an  inventor's  opinion  as  to  what 
constitutes  a  device  which  oiDerates  satisfactorily, 
because  a  gas  appliance  must  meet  the  requirements 
of  these  regulations  before  it  can  be  sold  on  a  com- 
mercial basis  in  practically  all  of  the  cities  and 
to^^nis  of  the  ITnited  States. 

(7)  Were  any  amendments  made  to  the  specifi- 
cation and/or  claims  of  the  Giwosky  patent  a]:)pli- 
cation  which  represent  "new  matter"  and  thereby 
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constitute  a  departure  from  the  specification  and 
claims  of  said  application  as  originally  filed? 

This  matter  may  be  ascertained  from  an  inspec- 
tion of  the  file  history  of  the  Giwosky  patent. 

As  discussed  above,  the  original  application  was 
directed  to  a  wall  heater  employing  three  stages.  In 
an  amendment  filed  on  July  11,  1956,  about  three 
years  after  the  original  application  was  filed,  both 
the  specification  and  one  claim  were  broadened  in 
an  endeavor  to  encompass  a  wall  heater  employing 
two  stages  of  heat  exchange  as  distinguished  from  a 
wall  heater  employing  three  stages  of  heat  ex- 
change. Clearly,  this  is  a  departure  from  the  orig- 
inal specification  and  claims. 

(8)  Does  Claim  2  of  the  Giwosky  patent  depend 
on  any  "new  matter"  that  was  introduced  into  the 
specification  by  amendment? 

This  matter  may  be  ascertained  from  an  inspec- 
tion of  the  file  history  of  the  Giwosky  patent. 

Claim  2  was  first  introduced  on  July  11,  1956,  and 
the  specification  was  amended  at  that  time  to  state 
that  one  or  a  plurality  of  cooling  streams  may  be 
employed  in  connection  with  the  flue,  whereas  previ- 
ously the  specification  had  stated  that  a  plurality 
of  cooling  streams  are  employed. 

(9)  Is  the  statement  in  Claim  2  of  the  Giwosky 
patent  that  the  room  air  is  in  "heat  exchange  rela- 
tion" with  the  [230]  barrier  plate  a  mere  variation 
in  language  from  the  specification  as  originally 
filed,  which  stated  that  the  cool  room  air  "impinged 
upon"  this  barrier  plate  ? 

(10)  Is  it  not  inherent  that  whenever  cool  air  is 
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brought  ill  contact  with  a  hot  metal  plate  it  is  in 
"heat  exchange  relation"  with  the  plate? 

These  matters  are  of  little  or  no  uiiportance  with 
respect  to  grounds  I  and  II  of  the  present  motion. 
They  are  primarily  concerned  with  whether  or  not 
Coleman  misrepresented  the  hiiportance  of  certain 
features  of  the  Griwosky  patent  in  order  to  obtam 
allowance  of  Claim  2,  as  discussed  in  more  detail  in 
ground  TV  of  the  present  motion. 

(11)  Can  the  Giwosky  room  air  cooling  means  as 
covered  broadly  by  Claim  2  of  Patent  2,767,702  be 
used  independently  of  a  third  heat  exchange  stage? 

(12)  Does  the  Ciwosky  room  air  cooling  means 
for  economizer-equipped  wall  heaters  have  utility  in 
2-stage  as  well  as  3-stage  wall  heaters? 

These  matters,  apart  from  what  the  patent  actu- 
ally teaches,  are  not  material  with  respect  to  any  of 
the  grounds  of  invalidity  asserted  m  plauitiff's 
motion. 

The  patent  does  not  teach  how  the  first  two  stages 
of  heat  exchange  of  the  Giwosky  patent  may  be 
employed  independently  of  the  third  stage.  Claim  2 
of  the  patent  purportedly  covers  such  a  two-stage 
wall  heater,  but  it  is  not  supported  by  the  patent 
disclosure  and  it  was  not  a  part  of  the  device  to 
which  the  original  patent  application  was  directed. 
Hence,  it  is  immaterial  Avhether  or  not  it  can  be 
established  at  this  late  date  that  one  of  the  stages  of 
the  three-stage  heater  which  is  disclosed  in  the  Gi- 
wosky patent  may  be  eliminated.  [231] 

II. 

Claim  2  TTas  Added  Lonsr  After  the  Alleged  In- 
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fringing  Devices  Appeared  on  the  Market  and 
Is  Therefore  Void. 
There   is  no   genuine   issue   as   to   the   following 
facts : 

1.  Claim  2  is  the  only  claim  of  the  Giwosky  pat- 
ent allegedly  infringed  by  the  plaintiff. 

2.  Claim  2  was  presented  in  an  amendment  broad- 
ening the  original  application  nearly  three  years 
after  the  application  was  originally  filed  and  more 
than  two  years  after  the  alleged  infringing  devices 
appeared  on  the  market. 

On  the  basis  of  the  foregoing  uncontroverted 
facts  summary  judgment  should  be  granted  because 
Coleman  presented  claim  2  of  the  Giwosky  patent 
to  the  Patent  Office  more  than  two  years  after 
plaintiff  started  selling  the  alleged  infringing  heat- 
ers. Webster  Electric  Co.  v.  Splitdorf  Electrical 
Co.,  264  U.S.  463  (1924)  ;  Dwight  &  Lloyd  Sinter- 
ing Co.  V.  Greenawalt,  27  F.2d  823  (2d  Cir.  1928)  ; 
Westinghouse  Electric  and  Mfg.  Co.  v.  Jeffrey- 
De  Witt  Insulator  Co.,  22  F.2d  277  (2d  Cir.  1927)  ; 
Cro^vn  Cork  &  Seal  Co.  v.  Ferdinand  Gutmann 
Co.,  304  U.S.  159  (1938). 

The  Supreme  Court  in  Webster  Electric  Co.  v. 
Splitdorf  Electrical  Co.,  supra,  held  that  claims  ex- 
panding the  patentee's  original  claims  will  be  inval- 
idated by  a  delay  of  two  years  in  applying  for  the 
broadened  claims  unless  the  delay  is  justified  where 
there  have  been  intervening  rights  for  more  than 
two  years  before  the  broadened  claims  were  filed. 

In  Dwight  &  Lloyd  Sintering  Co.  v.  GreenaAvalt, 
supra,  the  court  in  applying  the  Webster  Electric 
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case  held  claims  presented  by  amendment  more  than 
two  years  after  the  defendant  had  reduced  [232] 
the  alleged  infringing  de^dce  to  commercial  prac- 
tice invalid  because  of  laches. 

The  decision  in  Webster  Electrical  Co.  v.  Split- 
dorf  Electrical  Co.,  supra,  is  clearly  aiDplicable  to 
amendments  to  an  original  application.  "Wagenhorst 
V.  Hydraulic  Steel  Co.,  27  F.  2d  27  (2d  Cir.  1928). 

Thus  Coleman's  claim  2  of  the  Giwosky  patent  is 
invalid  since  it  was  filed  more  than  two  years  after 
plaintiff's  adverse  intervening  use  of  the  alleged 
infringing  devices. 

Moreover,  it  is  well  established  that  a  claim  is 
invalid  and  unenforceable  if  the  device  covered  by 
the  claim  has  been  on  public  use  or  on  sale  more 
than  one  year  prior  to  the  date  on  which  the  new 
claim  is  submitted  in  the  patent  application.  Mmicie 
Gear  Works,  Inc.  et  al.  v.  Outboard,  Marine  and 
Manufacturing  Co.  et  al.,  315  U.S.  759  (1942). 

As  discussed  in  detail  in  plamtiff's  prior  motion 
papers,  Mr.  Giwosky  did  not  sul")mit  a  supplemental 
oath  to  the  effect  that  the  changes  made  by  amend- 
ment to  the  application  were  part  of  his  origmal 
invention.  Such  an  oath  is  essential  if  the  changes 
represent  a  departure  from  the  original  claims,  as 
in  the  present  case. 

Coleman  alleges  that  issues  2-7  and  7-9  set  forth 
above  are  triable  issues  of  fact  concerning  this 
ground  which  cannot  be  resolved  by  summary  judg- 
ment proceedings.  The  alleged  issues  2-4,  7  and  8 
can  be  resolved  merely  from  an  inspection  of  the 
file    history    of    the    Giwosky    patent    application. 
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Alleged  issue  9  concerning  the  difference  in  lan- 
guage between  the  term  "heat  exchange  relation" 
and  the  statement  that  air  "impinged  upon  the  clo- 
sure plate"  is  not  relevant  with  respect  to  this 
ground  of  invalidity.  This  question  is  relevant  pri- 
marily with  respect  [233]  to  defendant's  misleading 
the  Patent  Office  as  to  the  importance  of  features 
of  the  claim. 

Coleman  alleges  as  a  further  triable  issue  of  fact 

"(13)  Is  claim  2  of  the  Giwosky  patent  directed 
to  inventive  subject  matter  which  is  supported  by 
the  Giwosky  application  as  originally  filed  f 

This  matter  may  be  ascertained  from  an  inspec- 
tion of  the  file  history  of  the  Giwosky  patent  appli- 
cation. 

As  discussed  above,  with  reference  to  alleged 
issues  2  and  1,  the  application  for  the  Giwosky  pat- 
ent as  originally  filed  shows  and  describes  a  wall 
heater  structure  having  three  separate  stages  of 
heat  exchange  and  it  describes  a  wall  heater  opera- 
tion having  three  stages  of  heat  exchange.  This  ap- 
plication, as  originally  filed,  is  directed  to  an  entire 
wall  heater  combination,  and  it  does  not  disclose  or 
suggest  that  the  wall  heater  structure  might  be  mod- 
ified to  employ  only  two  stages  of  heat  exchange. 
On  July  11,  1956,  the  third  paragraph  of  the  speci- 
fication was  amended  to  state  that  one  or  a  plurality 
of  cooling  streams  may  be  employed  in  connection 
with  the  flue,  instead  of  the  previous  statement  that 
a  plurality  of  cooling  streams  are  employed  in  con- 
nection with  the  flue.  Also,  claim  21  which  became 
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claim  2  of  the  issued  patent  was  introduced  for  the 
first  time  in  the  amendment  of  July  11,  1956. 

Obviously  the  three-stage  wall  heater  which  had 
been  the  subject  of  Coleman's  Giwosky  patent  ap- 
plication from  October  1953  to  July  1956  is  a  differ- 
ent mvention  from  the  two-stage  wall  heater  which 
Coleman  endeavored  to  encompass  by  broadening 
the  application  at  that  time.  This  is  particularly 
true  in  view  of  the  fact  that  the  inventor  has  stated 
under  oath  that  he  found  the  third  stage  to  be  essen- 
tial to  the  proper  operation  of  the  wall  heater. 
(Giwosky  affidavit  submitted  with  Plaintiff's  Mo- 
tion, Paragraph  10.)   [234] 

The  patent  statutes  i^rovide  that  "Xo  amendment 
shall  introduce  new  matter  mto  the  disclosure  of  the 
invention."  35  U.S.C.  132.  The  courts  have  held  that 
in  order  to  establish  that  new  matter  has  not  been 
introduced  hj  amendment  contrary  to  the  statute, 
the  evidence  must  show  that  the  feature  added  by 
amendment  is  necessary  and  inevitably  inherent  in 
the  invention  which  is  described  in  the  application 
as  originally  filed,  and  inherency  may  not  be  estab- 
lished by  possibilities  or  probabilities.  Interchem- 
ical  Corp.  v.  TTatson,  145  F.Supp.  179  (D.C.  Dist. 
of  Col.,  1956)  ;  Hansgirg  v.  Kenmier,  102  F.2d  212 
(C.C.P.A.  1939)  ;  Forward  Process  Co.  v.  Cole,  116 
F.2d  946  (D.C.  Cir.  1940). 

Obviously,  the  use  of  only  a  single  stage  of  heat 
exchange  along  the  flue  so  as  to  provide  a  wall 
heater  having  only  two  stages  of  heat  exchange  as 
required  by  claim  2  of  Coleman's  Giwosky  patent  is 
not  necessarily  inherent  in  the  invention  described 
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in  the  application  as  originally  filed.  The  original 
application  made  no  mention  of  such  a  possibility. 
Even  with  the  amendment  of  July  1956,  it  is  not 
clear  how  the  wall  heater  structure  would  function 
satisfactorily  with  only  two  stages  of  heat  exchange. 
Since  no  genuine  issue  exists  as  to  the  facts  un- 
derlying plaintiff's  second  ground  of  its  motion  for 
summary  judgment,  the  motion  should  be  granted. 

III. 

Coleman's  Immaterial  Variance  From  the 
Prior  Art  Is  Not  Patentable 

IV. 

The    Presumption    of    Validity    Does    Not    Pre- 
vent  Awarding    Summary   Judgment   Against 
Coleman 
In  the  case  at  bar  a  summary  judgment  of  inva- 
lidity on  the  grounds  of  anticipation  by  the  prior 
art  should  be  granted. 

There  is  no  genuine  issue  as  to  the  following 
facts : 

1.  Hollingsworth  et  al.  designed  and  patented  an 
integrated  wall  heater  and  economizer  structure 
long  before  Giwosky's  patent  application  was  filed. 

2.  Coleman's  Kice  testified  under  oath  in  Janu- 
ary 1955  to  the  fact  that  the  Hollingsworth  et  al. 
heater  took  room  air  "up  through  the  columns  of 
the  trim  *  *  *  into  the  space  above  the  low^er  box 
*  *  *  into  the  secondary  heat  exchanger."  (R.  359.) 

3.  In  July  1956  Coleman  represented  to  the  Pat- 
ent Office  that  in  the  Hollingsworth  construction 
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"no  provision  is  made  for  causing  room  air  to  flow 
over  the  upper  surface  of  the  forward  portion  of 
the  barrier  plate  (lower  box  top)  and  into  the  lower 
portion  of  the  economizer."  (Amendment  of  July 
11,  1956.) 

4.  In  May  1956  Coleman  represented  to  the  Pat- 
ent Office  that  Hollingsworth  et  al.  "shows  only 
dead  air  space  in  this  area"  above  the  lower  box  top. 
(Amendment  of  May  29,  1956.) 

5.  The  patent  issued  to  Browell,  No.  268,862,  was 
not  cited  as  a  reference  against  the  Giwosky  api3li- 
cation.  (File  history  of  the  Giwosky  patent.)  [236] 

This  Court  recently  held  that  a  summary  judg- 
ment of  invalidity  is  proper  where  pertinent  prior 
art  patents  were  not  cited  by  the  Patent  Office  and 
the  elements  of  the  claimed  apparatus  "are  easily 
understood  from  a  reading  of  the  claims  of  the  pat- 
ent in  conjmiction  with  the  specifications  and  draw- 
ings." Delco  Chemicals  v.  Cee-Bee  Chemical  Co., 
157  F.  Supp.  583,  588  (S.D.  Cal.  1957). 

Similarly,  the  Court  of  Appeals  for  the  Ninth 
Circuit  held  in  a  case  relied  upon  by  the  defend- 
ants, that  STunmary  judgment  of  invalidity  over  the 
prior  art  can  be  granted.  Park-In  Theatres  v.  Per- 
kins, 190  F.  2d  137  (9th  Cir.  1956). 

In  the  case  at  bar,  as  in  the  case  of  Vermont 
Slate  Co.  V.  Tatko  Brothers  Co.,  233  F.  2d  9,  10 
(2d  Cir.  1956) 

"The  prior  art  and  the  patent  claims  are,  without 
expert  aid,  easily  understandable  *  *  *  Nor  did  it 
require  expert  testimony  to  make  it  plain  that  the 


The  Siegler  Corporation  113 

differences  between  the  prior  art  and  the  patent 
claims  were  obvious  to  persons  having  ordinary 
skill  in  the  trade  at  the  time  the  alleged  invention 
was  made." 

On  the  uncontro verted  facts,  summary  judgment 
should  be  granted. 

The  purported  patentable  difference  betv/een  Hol- 
lingsworth  2,602,441  and  Claim  2  of  Giwosky  is  the 
use  of  room  air  to  cool  the  top  of  the  lower  box  in 
the  second  stage  of  heating  in  the  Giwosky  patent, 
i.e.,  the  air  that  is  warmed  by  circulation  through 
the  economizer.  As  has  been  pointed  out,  the  Hol- 
lingsworth  device  uses  room  air  which  passes 
through  the  conduits  in  the  trim  into  the  space 
above  the  lower  box  top  and  then  into  the  econo- 
mizer in  the  Hollingsworth  device.  This  fact  was 
known  to  Coleman  at  least  as  early  as  January 
1955,  when  it  was  stated  in  this  Court  by  Mr.  Kice. 

In  order  to  obtain  a  patent  over  the  reference 
Hollingsworth,  Coleman  misrepresented  to  the  Pat- 
ent Office  the  effect  of  these  conduits  for  airflow  in 
the  Hollingsworth  device  and  unequivocally  stated 
to  the  Patent  Office  that  only  a  dead  air  space  ex- 
isted a]3ove  the  lower  box  in  the  Hollingsworth  de- 
vice. Doubtless  if  the  Patent  Office  had  known  that 
this  statement  by  Coleman  was  incorrect,  no  patent 
would  have  been  granted  on  the  Giwosky  applica- 
tion. Since  The  Coleman  Company  misrepresented 
to  the  Patent  Office  the  existence  of  certain  features 
in  the  Hollingsworth  device  in  order  to  obtain  the 
Giwosky  patent,  the  presumption  of  validity  which 
would  normally  exist  as  to  references  of  record  has 
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been  destroyed.  Floridan  y.  Attapiilgiis  Clay  Co., 
35  F.  Siipp.  810,  814  (D.C.  Del.  1940). 

After  the  Patent  Office  examiner  stated  in  his 
Office  letter  dated  Jime  12,  1956,  that  "No  invention 
is  seen  in  providing  a  direct  room  air  inlet  to  the 
economizer  of  Hollingsworth  to  the  exclusion  of 
that  shown  in  this  reference,"  Coleman  further  mis- 
led the  Patent  Office  by  strenuously  arguing  the 
importance  of  air  flow  over  the  lower  box  toj)  in 
order  to  obtain  a  patent.  (Amendment  dated  July 
11,  1956.) 

That  such  air  flow  is  not  important  in  the  Gi- 
wosky  device  is  made  clear  by  his  affidavit  dated 
ISTovember  20,  1957.  Mr.  Oiwosky  states  in  para- 
graph 7: 

"The  first  point  at  which  a  dangerously  high 
temperature  might  be  reached  in  the  economizer 
shown  and  described  in  my  application  is  where  the 
wall  panel  12  comes  in  contact  with  the  flange  near 
the  bottom  of  the  economizer  casing  22  *  *  *  The 
wall  panel  12  may  be  of  combustible  material  and 
may  catch  fire  if  it  is  heated  too  highly.  The  closure 
plate  18,  on  the  contrary,  is  not  in  contact  with 
comlmstible  material  and  represents  no  fire  hazard 
if  it  is  heated  too  highly."  [238] 

Mr.  Giwosky  went  on  to  state  that  there  was  no 
need  to  bring  room  air  in  heat  exchange  relation- 
ship with  the  plate  18  and  that  he  "never  considered 
such  heat  exchange  relation  *  *  *  a  part  of  the  in- 
vention for  whicli  I  filed  said  application." 

Thus,  Mr.  Giwosky  has  iDointed  out  under  oath 
that  the  basis  on  which  Coleman  obtained  issuance 
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of  the  patent — the  use  of  room  air  to  cool  the  bar- 
rier plate — is  of  no  consequence  in  his  device.  Cole- 
man urges  in  its  Memorandum  in  Opposition  to 
Plaintiff's  Motion  that  this  is  like  arguing  that  the 
act  of  turning  off  a  radiator  in  a  room  is  of  "no 
consequence,"  since  the  objective  to  be  accomplished 
is  to  cool  the  room  and  not  the  radiator,  per  se. 
Coleman  goes  on  to  argue  that  the  cooling  of  the 
radiator  is  the  means  to  the  desired  end.  This  is 
fallacious  reasoning  because  the  radiator  in  ques- 
tion (i.e.,  the  top  of  the  box  in  which  the  primary 
heater  is  located)  is  one  that  cannot  be  turned  off 
or  cooled  appreciably.  The  entire  heat  generated  by 
the  wall  heater  is  generated  within  the  space  imme- 
diately below  the  top  of  the  lower  box,  and  hence,  it 
is  inherently  maintained  at  a  high  temperature 
whenever  the  heater  is  operating. 

In  such  a  situation  the  way  to  maintain  the  ad- 
jacent wall  members  of  the  room  at  satisfactorily 
low  temperatures  is  to  cause  air  to  pass  over  the 
wall  members,  just  as  one  would  cause  cool  air  to 
pass  through  a  room  in  order  to  cool  it  if  there  was 
a  radiator  in  it  which  could  not  be  turned  off  or 
cooled  appreciably  by  the  flow  of  air  over  it. 

There  is  nothing,  therefore,  in  Mr.  Giwosky's 
later  affidavit  dated  April  14,  1958  which  contra- 
venes his  earlier  statement.  Thus  his  later  statement 
that  "The  ultimate  objective  was  to  reduce  the  heat 
transferred  to  the  adjacent  wall  members  of  the 
room  in  which  the  heater  would  be  installed"  relates 
only  to  hot  spot  "A."  And  the  happenstance  that 
room  air  taken  into  the  bottom  of  economizer  "im- 
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been  destroyed.  Floridan  v.  Attapulgus  Clay  Co., 
35  F.  Supp.  810,  814  (D.C.  Del.  1940). 

After  the  Patent  Office  examiner  stated  in  his 
Office  letter  dated  June  12,  1956,  that  "No  invention 
is  seen  in  providing  a  direct  room  air  inlet  to  the 
economizer  of  Hollingsworth  to  the  exclusion  of 
that  sho^vn  in  this  reference,"  Coleman  further  mis- 
led the  Patent  Office  by  strenuously  arguing  the 
importance  of  air  flow  over  the  lower  box  top  in 
order  to  obtain  a  patent.  (Amendment  dated  July 
11,  1956.) 

That  such  air  flow  is  not  important  in  the  Gi- 
wosky  device  is  made  clear  by  his  affidavit  dated 
November  20,  1957.  Mr.  Giwosky  states  in  para- 
graph 7: 

"The  first  point  at  which  a  dangerously  high 
temperature  might  be  reached  in  the  economizer 
shown  and  described  in  my  application  is  where  the 
wall  panel  12  comes  in  contact  with  the  flange  near 
the  bottom  of  the  economizer  casing  22  *  *  *  The 
wall  panel  12  may  be  of  combustible  material  and 
may  catch  fire  if  it  is  heated  too  highly.  The  closure 
plate  18,  on  the  contrary,  is  not  in  contact  with 
com])ustible  material  and  represents  no  fire  hazard 
if  it  is  heated  too  highly."  [238] 

Mr.  Giwosky  went  on  to  state  that  there  was  no 
need  to  bring  room  air  in  heat  exchange  relation- 
ship with  the  plate  18  and  that  he  "never  considered 
such  heat  exchange  relation  *  *  *  a  part  of  the  in- 
vention for  which  I  filed  said  application." 

Thus,  Mr.  Giwosky  has  pointed  out  under  oath 
that  the  basis  on  which  Coleman  obtained  issuance 
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of  the  patent— the  use  of  room  air  to  cool  the  bar- 
rier plate — is  of  no  consequence  in  his  device.  Cole- 
man urges  in  its  Memorandum  in  Opposition  to 
Plaintiff's  Motion  that  this  is  like  arguing  that  the 
act  of  turning  off  a  radiator  in  a  room  is  of  "no 
consequence,"  since  the  objective  to  be  accomplished 
is  to  cool  the  room  and  not  the  radiator,  per  se. 
Coleman  goes  on  to  argue  that  the  cooling  of  the 
radiator  is  the  means  to  the  desired  end.  This  is 
fallacious  reasoning  because  the  radiator  in  ques- 
tion (i.e.,  the  top  of  the  box  in  which  the  primary 
heater  is  located)  is  one  that  cannot  be  turned  off 
or  cooled  appreciably.  The  entire  heat  generated  by 
the  wall  heater  is  generated  within  the  space  inmie- 
diately  below  the  top  of  the  lower  box,  and  hence,  it 
is  inherently  maintained  at  a  high  temperature 
whenever  the  heater  is  operating. 

In  such  a  situation  the  way  to  maintain  the  ad- 
jacent wall  members  of  the  room  at  satisfactorily 
low  temperatures  is  to  cause  air  to  pass  over  the 
wall  members,  just  as  one  would  cause  cool  air  to 
pass  through  a  room  in  order  to  cool  it  if  there  was 
a  radiator  in  it  which  could  not  be  turned  off  or 
cooled  appreciably  by  the  flow  of  air  over  it. 

There  is  nothing,  therefore,  in  Mr.  Giwosky's 
later  affidavit  dated  April  14,  1958  which  contra- 
venes his  earlier  statement.  Thus  his  later  statement 
that  "The  ultimate  objective  was  to  reduce  the  heat 
transferred  to  the  adjacent  wall  members  of  the 
room  in  which  the  heater  would  be  installed"  relates 
only  to  hot  spot  "A."  And  the  happenstance  that 
room  air  taken  into  the  bottom  of  economizer  "im- 
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pinged  upon  the  closure  plate"  is  [239]  completely 
consistent  with  his  statement  that  he  never  consid- 
ered heat  exchange  between  such  room  air  and  the 
closure  plate  18  "a  part  of  the  invention." 

This  Court  has  recently  held  that  references  as  to 
which  n_o  presumption  of  validity  exists  may  be 
used  to  invalidate  a  patent  on  a  motion  for  sum- 
mary judgment.  Delco  Chemicals  v.  Cee-Bee  Chem- 
ical Co.,  157  F.Supp  583  (S.D.  Cal.  1957).  In  view 
of  the  equivalent  means  shown  by  Hollingsworth 
for  cooling  the  area  alcove  the  lower  box,  the  ele- 
ment upon  Avhich  Giwosky  placed  primary  impor- 
tance in  obtaining  a  patent  is  anticipated  by  Hol- 
lingsworth and  on  that  reference  alone  the  Giwosky 
patent  is  invalid.  However,  the  micited  art  as  well 
as  the  art  of  record  further  serves  to  invalidate  the 
patent  in  suit. 

Admittedly  Hollingsworth's  invention  was  much 
earlier  in  time  than  the  development  work  done  by 
Mr.  Giwosky  and  as  plaintiffs  have  pointed  out  in 
the  case  of  Holly  v.  Coleman  (15,886-TVM),  the 
early  fireplace  art  in  of  itself  did  not  solve  the 
problems  of  wall  heaters.  However,  after  Hollings- 
worth et  al.  showed  how  to  use  secondary  heat  ex- 
changers in  wall  heaters,  the  fireplace  art  concern- 
ing such  secondary  heat  exchangers  became  impor- 
tant to  tlie  wall  heater  art.  Hence  the  fireplace  art 
considered  along  with  the  invention  made  by  Hol- 
lingsworth of  an  integrated  wall  heater  with  a  sec- 
ondary heat  exchanger  is  pertinent  to  show  invalid- 
ity of  the  patent  to  Mr.  Giwosky. 

The  most  pertinent  fireplace   art  is  tlie  patent 
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issued  to  Browell  in  1882.  The  pertinence  of  this 
patent  was  clearly  brought  out  during  the  trial  of 
Holly  Y.  Coleman  ( 15,886- WM)  by  the  testimony  of 
Mr.  Kice  and  the  argument  of  Mr.  Lyon  as  set 
forth  in  pages  11  through  13  of  plaintiff's  Memo- 
randum in  Support  of  Motion  for  Summary  Judg- 
ment. A  comparison  of  the  Browell  patent  with  the 
references  other  than  Hollingsworth  cited  by  the 
Patent  Office  in  the  Giwosky  application  further 
demonstrates  [240]  that  the  Browell  patent  is  more 
pertinent  than  any  of  the  references  of  record  ex- 
cept Hollingsworth.  Copies  of  these  references  are 
attached  hereto  as  Exhibits  A  through  D. 

The  reference  Cayot  2,702,539  is  a  conventional 
single  stage  wall  heater,  which  was  cited  merely  to 
show  certain  design  details  of  casing  construction 
at  the  top  of  the  heater.  (Office  action,  May  13, 
1955.) 

The  reference  Snyder  2,093,492  shows  a  fireplace 
heater  which  obtains  some  additional  heat  by  circu- 
lating air  about  a  portion  of  the  flue  around  the 
fireplace.  The  inlet  for  the  air  circulated  about  the 
flue  is  a  conduit  extending  through  the  masonry  to 
the  outside  of  the  dwelling  in  which  the  fireplace  is 
installed. 

The  reference  Derrough  1,608,777  shows  a  means 
of  circulating  air  about  the  flue  in  a  masonry  chim- 
ney. Each  stage  of  heating  air  in  the  chimney  em- 
braces a  complete  floor  of  a  room  with  the  inlet  at 
the  floor  level  and  the  outlet  at  the  ceiling  level. 

The  reference  Bacon  786,713  shows  a  method  of 
transferring  warm  air  from  one  floor  to  the  next  by 
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using  a  duct  around  the  chimney  of  a  fireplace 
heater.  Bacon  does  not  employ  any  fixed  barriers 
between  what  might  be  termed  stages  of  air  flow 
along  the  chinmey. 

By  contrast  the  reference  Browell  shows  a  metal 
flue  construction  in  which  air  is  taken  into  a  casing 
about  the  flue  at  a  point  b  directly  above  the  pri- 
mary heating  appliance  and  discharged  at  an  inter- 
mediate point  I  below  a  barrier.  The  secondary 
heat  exchanger  of  the  Giwosky  patent  is  the  same 
thing.  Air  is  taken  into  the  casing  about  the  flue  at 
a  point  20  directly  above  the  primary  heating  appli- 
ance and  discharged  at  an  intermediate  point  23 
below  a  barrier. 

Admittedly  Hollingsworth  et  al.  were  the  first  to 
invent  an  integrated  wall  heater  with  a  secondary 
heat  exchanger.  No  [241]  inventive  genius  was  nec- 
essary to  adapt  Browell's  flue  construction  to  the 
economizer  or  secondary  heat  exchanger  once  Hol- 
lingsworth had  sho^^^l  how  to  employ  an  econo- 
mizer or  secondary  heat  exchanger  in  a  wall  heater. 
Since  the  Browell  patent  was  not  a  reference  cited 
by  the  Patent  Office  no  presumption  of  validity 
exists  as  to  the  combination  of  Browell  and  Hol- 
lingsworth so  that  summary  judgment  of  invalidity 
may  be  granted.  Delco  Chemicals  Inc.  v.  Cee-Bee 
Chemical  Co.,  157  F.Supp.  583,  590  (S.D.  Cal.  1957). 

For  convenience,  the  foregoing  discussion  has  re- 
lated to  the  so-called  third  ground  and  the  so-called 
fourth  ground  in  support  of  the  plaintiff's  motion 
for  summary  judgment.  Defendant  in  its  Statement 
of  Genuine  Issues  has  posed  the  following  questions 
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under  the  third  and  fourth  grounds  of  plaintiff's 
motion. 

(14)  Is  claim  2  of  the  Giwosky  patent  valid 
over  the  prior  art  ? 

As  heretofore  pointed  out,  no  expert  testimony 
is  needed  to  explain  the  Giwosky  patent  or  the 
prior  art.  Summary  judgment  may,  therefore,  be 
granted. 

(15)  Does  the  fact  that  Coleman's  commercial 
wall  heaters  constructed  in  accordance  with  the  Gi- 
wosky patent  were  held  to  infringe  Hollingsworth 
Patent  No.  2,602,441  have  any  bearing  on  the  ques- 
tion of  whether  the  Giwosky  patent  covers  patent- 
able improvements  over  the  Hollingsworth  design? 

As  heretofore  pointed  out  Coleman's  commercial 
wall  heaters  have  never  been  constructed  in  accord- 
ance with  the  Giwosky  patent.  This  alleged  issue  of 
fact  is  not  material  to  the  grounds  for  summary 
judgment  presented  by  plaintiff. 

(16)  Does  Browell  Patent  No.  268,860  anticipate 
the  invention  covered  by  claim  2  of  the  Giwosky 
patent  ? 

(17)  Can  the  Browell  patent  be  combined  with 
the  Hollingsworth  patent  to  invalidate  claim  2  of 
the  Giwosky  patent?   [242] 

The  reference  Hollingsworth  alone  or  the  combi- 
nation of  the  references  Browell  and  Hollingsworth 
invalidate  claim  2  of  the  Giwosky  patent  so  that  a 
summary  judgment  of  invalidity  may  be  granted. 

(18)  Did  the  United  States  Patent  Office  over- 
look the  most  pertinent  prior  art  in  its  examination 
of  the  Giwosky  application? 
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(19)  Is  the  Browell  Patent  IN^o.  268,860  merely 
cumulative  with  other  patents  officially  cited 
against  the  G-iwosky  application  by  the  Patent 
Office? 

In  view  of  Hollingsworth  as  heretofore  pointed 
out,  the  reference  Browell  is  not  merely  cumulative 
but  is  the  most  pertinent  fireplace  patent  to  show 
lack  of  invention  in  the  Giwosky  patent.  The  Brow- 
ell patent  shows  the  same  secondary  heat  exchanger 
that  is  disclosed  in  the  Giwosky  patent.  The  other 
patents  cited  by  the  Patent  Office  do  not. 

(20)  Was  the  Patent  Office  misled  by  any  imtrue 
representations  during  the  prosecution  of  the  Gi- 
wosky application? 

As  previously  stated,  in  view  of  the  testimony  of 
Mr.  Kice,  the  affidavits  of  Mr.  Giwosky  and  the 
representations  made  to  the  Patent  Office  by  Cole- 
man, there  is  no  issue  as  to  the  established  fact  that 
the  Patent  Offi.ce  was  misled  by  untrue  representa- 
tions during  the  prosecution  of  the  Giwosky  appli- 
cation. 

No  genuine  issue  of  material  fact  on  the  issue  of 
anticipation  of  the  patent  in  suit  exists  and  so  sum- 
mary judgment  of  invalidity  on  that  ground  should 
be  granted. 

Conclusion 

"Summary  judgment  represents  a  most  useful 
legal  invention  to  save  time  and  expense,  by  the 
avoidance  of  a  trial,  when  there  exist  no  material 
fact-issues.  It  may  well  be  that,  in  [243]  a  patent 
case,  a  judge  should  exercise  unusual  caution  in 
grantirig  a  summary  judgment.  But  there  are  pat- 
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ent  cases  where  it  would  be  an  absurd  waste  of 
time  and  effort  to  deny  such  a  judgment.  This  is 
such  a  case."  Vermont  Structural  Slate  Company, 
Inc.  V.  Tatko  Brothers  Slate  Co.,  Inc.,  233  P.2d,  9, 
10  (2d  Cir.  1956). 

Dated  this  7th  day  of  May,  1958. 

Respectfully  submitted, 

CHRISTIE,  PARKER  &  HALE, 
JAMES  B.  CHRISTIE, 
C.  RUSSELL  HALE, 
RICHARD  B.  HOEGH, 
ASHLEY  STEWART  ORR, 
/s/  By    C.  RUSSELL  HALE, 
/s/  RICHARD   B.   HOEGH, 

Attorneys  for  Plaintiff.  [244] 

[Note:  Exhibit  A— Patent  L.  B.  Cayot  No. 
2,702,539.  Exhibit  B— Patent  R.  W.  Snyder  No. 
2,093,492.  Exhibit  C— Patent  H.  Derrough  No. 
1,608,777.  Exhi]3it  D— J.  D.  Bacon  &  T.  McGar- 
riga]  No.  786,713  are  set  out  in  the  Book  of 
Exhibits  327-347.] 

Affidavit  of  Service  by  Mail  Attached.  [262] 
[Endorsed] :  Filed  May  8,  1958. 


[Title  of  District  Court  and  Cause.] 

PROPOSED  FINDINGS  OF  FACT  AND 
CONCLUSIONS  OF  LAW 

Pursuant  to   Local  Rule   3(d)(2),   the   plaintiff 
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hereby  submits  the  proposed  Findings  of  Fact  and 
Conclusions  of  Law.  Tliere  is  no  genuine  issue  as 
to  any  of  the  proposed  Findings  of  Fact: 

1.  Plaintiff,  The  Siegler  Corporation,  is  a  Dela- 
ware corporation  and  has  a  place  of  lousiness  at 
875  South  Arroyo  Parkway,  Pasadena,  California. 

2.  Defendant,  The  Coleman  Company,  Inc.,  is  a 
Kansas  corporation  and  has  a  place  of  business 
in  the  County  of  Los  Angeles,  State  of  California. 

3.  This  Court  has  jurisdiction  of  the  subject 
matter  of  the  action  pursuant  to  the  provisions  of 
28  U.S.C.  Sec.  1338  relatmg  to  patent  causes  and 
38  U.S.C.  Sec.  2201  relating  to  declaratory  judg- 
ments. [269] 

4.  On  or  about  December  31,  1956,  the  defend- 
ant, by  a  letter  addressed  to  the  Holly  Manufactur- 
mg  Company,  Inc.,  875  South  Arroyo  Parkway, 
Pasadena,  California,  gave  notice  to  Holly  Manu- 
facturing Company  of  alleged  infringement  of 
United  States  patent  No.  2,767,702,  which  was  ap- 
plied for  by  Harry  L.  Giwosky  and  assigned  to 
The  Coleman  Company,  and  which  issued  on  Octo- 
ber 23,  1956.  At  all  times  since  on  or  about  Novem- 
ber 29,  1955,  Holly  Manufacturing  Company  has 
been  and  now  is  a  division  of  the  plaintiff  and  is 
known  as  Holly  Manufacturing  Company,  a  Divi- 
sion of  The  Siegler  Corporation. 

5.  By  a  letter  dated  February  6,  1957,  tlie  ph\in- 
tiff  advised  the  defendant  that  the  plaintiff  does 
not  infringe  said  Giwosky  patent  No.  2,767,702. 

6.  An  actual  controversy  now  exists  between  the 
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parties  to  this  action  so  that  the  plaintiff  is  entitled 
to  a  declaration  of  its  rights  by  this  Conrt. 

7.  The  defendant's  charge  of  infringement  of 
said  patent  hj  the  plaintiff  relates  to  wall  heaters 
being  manufactured  and  sold  by  the  plaintiff'  in 
the  County  of  Los  Angeles,  State  of  California. 

8.  The  Coleman  Company  at  all  times  since 
October  23,  1956,  has  been  and  now  is  the  o^mer  of 
all  right,  title  and  interest  in  and  to  said  Giwosky 
patent  No.  2,767,702. 

9.  The  device  described  in  claim  2  of  said  patent 
is  anticipated  by  United  States  patent  No.  268,860, 
issued  to  Browell  in  1882  and  by  the  combination 
of  the  Browell  patent  and  the  de^d.ce  disclosed  in 
patent  No.  2,602,441,  issued  to  Holly  Manufactur- 
ing Company  on  July  8,  1952. 

10.  The  patent  to  Browell,  No.  268,860,  was  not 
cited  against  the  application  for  said  Giwosky  pat- 
ent No.  2,767,702  and  is  more  pertinent  to  show  the 
lack  of  invention  over  the  prior  art  of  the  device 
claimed  in  claim  2  of  said  patent  than  the  patents 
cited  as  references  by  the  Patent  Office.  [270] 

11.  Claim  1  of  said  Giwosky  patent  No.  2,767,- 
702  describes  a  wall  heater  having  three  stages  or 
passageways  for  conveying  increments  of  air 
through  the  wall  heater.  Claim  2  of  said  Giwosky 
patent  No.  2,767,702  describes  a  wall  heater  liaving 
two  stages  or  passageways  for  conveying  incre- 
ments of  air  through  the  wall  heater. 

12.  The  two-stage  wall  heater  described  in  claim 
2  of  said  Giwosky  patent  No.  2,767,702  was  con- 
structed and  tested  by  the  inventor  prior  to  filing 


124:  The  Coleman  Company,  Inc.,  vs. 

the  application  for  the  patent,  and  he  found  the 
two-stage  wall  heater  unsatisfactory  and  discarded 
it.  Thereafter  the  inventor  redesigned  the  wall 
heater  to  employ  three  stages,  and  the  three-stage 
wall  heater  w^as  constructed  and  successfully  tested 
prior  to  filing  the  application  for  the  patent.  The 
statement  of  invention  and  all  of  the  claims  of  the 
application  for  the  Giwosky  patent  as  originally 
filed  were  directed  to  the  three-stage  wall  heater. 
None  of  tlie  origmal  claims  were  directed  to  a  two- 
stage  wall  heater,  and  the  specification  as  originally 
filed  did  not  describe  a  two-stage  wall  heater. 

13.  The  two-stage  wall  heater  described  by  claim 
2  of  the  Giwosky  patent  No.  2,767,702  is  not  part 
of  the  invention  for  which  Harry  L.  Giwosky  ap- 
plied for  a  patent. 

14.  Harry  I..  Giwosky,  the  named  inventor  of 
the  devices  covered  in  said  patent  No.  2,767,702  is 
not  the  inventor  of  the  two-stage  wall  heater  de- 
scribed by  claim  2  of  said  patent. 

15.  The  changes  and  amendments  in  the  claims 
and  specification  of  the  original  application  for  said 
Giwosky  patent  No.  2,767,702  during  the  prosecu- 
tion of  the  application  in  the  Patent  Office  broad- 
ened the  application  to  embrace  new  matter  not 
described  in  the  application  as  filed.  Prior  to  the 
time  plaintiff's  devices  appeared  on  the  market  the 
claims  in  said  application  were  limited  to  wall 
heaters  having  three  stages  of  heat  exchange  as 
opposed  to  the  two  stages  of  heat  exchange  em- 
bodied in  the  device  [271]  claimed  in  claim  2.  Said 
changes  and  amendments  appearing  in  claim  2  of 
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said  patent  were  made  after  the  plaintiff's  accused 
devices,  which  have  two  stages  of  heat  exchange, 
appeared  on  the  market. 

16.  The  device  claimed  in  claim  2  of  said  patent 
is  not  embraced  in  the  statement  of  invention  or 
the  claims  of  the  original  application  and  no  sup- 
plemental oath  was  filed  to  cover  the  subject  matter 
of  such  claim. 

17.  Claim  2  of  patent  No.  2,767,702  is  invalid. 

18.  During  the  prosecution  of  said  patent  The 
Coleman  Company  misled  the  Patent  Office  as 
to  material  matters  affecting  the  patentalnlity  of 
the  devices  claimed  in  said  patent. 

Dated:     This  28th  day  of  March,  1958. 

CHRISTIE,  PARKER  &  HALE, 
JAMES  B.  CHRISTIE, 
C.  RUSSELL  HALE, 
RICHARD   B.   HOEGH, 
ASHLEY  STEWART  ORR, 
/s/  By   RICHARD  B.  HOEGH, 

Attorneys  for  Plaintiff.   [272] 

[Endorsed]  :    Lodged  March  31,  1958.  Filed  June 
19,   1958. 

[Title  of  District  Court  and  Cause.] 

ORDER  ON  PLAINTIFF'S   MOTION 
FOR  SUMMARY  JUDGMENT 

This   cause  having  come   before   the   Court   for 
hearing  on  plaintiff's  motion  for  summary  judg- 
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ment,  filed  March  31,  1958 ;  and  the  motion  having 
been  argued  and  submitted  for  decision:  and  it  ap- 
pearing to  the  Court  that: 

(1)  plaintiff  brought  this  action  for  a  declara- 
tion of  invalidity  and  non-infringement  as  to  United 
States  Letters  Patent  No.  2,767,702,  issued  on  Octo- 
ber 23,  1956  to  H.  L.  Giwosky,  assignor  of  the  de- 
fendant. The  Coleman  Company; 

(2)  an  actual  controversy  exists  between  plain- 
tiff and  defendant  as  to  whether  or  not  claim  2  of 
the  patent  in  suit  is  valid  and,  if  so,  whether  claim 
2  is  infringed  by  plaintiff's  wall  heater;  [273] 

(3)  among  the  prior  art  references  cited  in  the 
administrative  proceedings  leading  to  issuance  of 
the  patent  in  suit  is  Patent  No.  2,602,441,  issued 
July  8,  1952,  to  Hollingsworth,  et  al,  assignor  of 
the  plaintiff,  and  it  has  been  'finally  and  conclusively 
adjudicated  between  the  parties  that  plaintiff's  Hol- 
lingsworth patent  No.  2,602,441  is  valid  and  has 
been  infringed  by  wall  heaters  manufactured  and 
sold  by  defendant  [See  The  Coleman  Company  v. 
Holly  Mfg.  Co.,  233  F.  2d  71  (9th  Cir.),  cert,  de- 
nied 352  U.  S.  952  (1956)]  ;  and  moreover  the  par- 
ties have  stipulated  that  the  entire  record  in  that 
case  in  this  Court  is  here  for  consideration  upon 
this  motion  for  summary  judgment  [See  "Holly 
Manufacturing  Company,  a  corp..  Plaintiff  v.  The 
Coleman  Company,  Inc.,  a  corp..  Defendant",  No. 
15,886-WM— Civil] ; 

(4)  there  is  no  issue  of  fact  as  to  the  contents  of 
the  patent  in  suit,  or  as  to  the  contents  of  the  file- 
wrapper  record  of  Patent  Office  proceedings  lead- 
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ing  to  the  issuance  of  the  patent  in  suit,  or  as  to 
the  contents  of  the  various  prior-art  patents  in- 
volved ; 

(5)  United  States  Patent  No.  268,860  issued  to 
Browell  in  1882  is  admitted  by  the  parties  to  be 
pertinent  prior  art  which  concededly  was  not  cited 
and  presumably  not  considered  by  the  Patent  Office 
in  passing  on  the  application  for  the  patent  in 
suit ; 

(6)  the  presumption  that  a  patent  is  valid,  as 
embodying  an  invention  over  the  prior  art,  does  not 
subsist  as  to  pertinent  prior  art  not  cited  or  [274] 
considered  by  the  Patent  Office  in  passing  on  the 
application  for  the  patent  [Jacuzzi  Bros.,  Inc.  v. 
Berkeley  Pump  Co.,  191  F.  2d  632,  634  &  note  4, 
637  (9th  Cir.  1951)  ;  Gomez  v.  Granat  Bros.,  177 
F.  2d  266,  268  (9th  Cir.  1949),  cert,  denied  338 
U.S.  937  (1950)  ;  Mettler  v.  Peabody  Eng.  Corp., 
77  F.  2d  56,  58  (9th  Cir.  1935);  and  see  cases 
from  other  circuits  collected  in  Delco  Chemicals 
v.  Cee-Bee  Chemical  Co.,  157  F.  Supp.  583,  587-588 
(S.D.Cal.  1957)]; 

(7)  there  being  no  presumption  that  claim  2  of 
the  patent  in  suit  describes  a  heater  which  is  a 
patentable  advance  over  the  prior  art  as  disclosed 
in  the  Browell  patent  No.  268,860,  considered  in 
conjunction  with  plaintiff's  cited  Hollingsworth 
Patent  No.  2,602,441,  it  is  for  the  Court,  upon  this 
motion  for  summary  judgment  to  determine  from 
(a)  the  matters  finally  adjudicated,  as  well  as  those 
matters  as  to  which  there  is  no  issue  of  fact,  ap- 
pearing in  the  record  in  this   Court  in  case   No. 
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15,886- WM  Civil,  (b)  the  midispnted  contents  of 
the  patent  in  snit,  (c)  the  undisputed  contents  of 
the  file  wrapper  of  the  administrative  proceedings 
in  the  Patent  Office,  and  from  (d)  the  midisputed 
contents  of  the  prior-art  patents,  whether  claim  2 
of  the  patent  in  suit  describes  an  inventive  advance 
over  the  prior  art  [United  States  v.  Esnault-Pel- 
terie,  303  U.  S.  26,  30  (1938) ;  Park-in  Theatres, 
Inc.  V.  Perkins,  190  P.  2d  137  (9th  Cir.  1951)] ;  and 

(8)  the  Court  concludes,  as  a  matter  of  law, 
from  imdisputed  facts  disclosed  bv  the  letters,  the 
[275]  file  wrapper  of  the  patent  in  suit,  and  the 
prior-art  patents,  both  cited  and  non-cited,  that 
claim  2  of  the  patent  in  suit  is  invalid,  being  anti- 
cipated bv  Patent  Xo.  268,860  to  Browell,  and 
Patent  :N'o.  2,602,441  to  Hollingsworth,  et  al  [35 
U.S.C.  §  102(b)],  and  failing  in  all  events  to  meet 
the  standard  of  invention,  because  lacking  in  pat- 
entable novelty  [id.,  §  103 ;  Bergman  v.  Almninum 
Lock  Shing-le  Corp.  of  America,  251  F.  2d  801,  809- 
810  (9th  Cir.  1958);  Stauffer  v.  Slenderella  Sys- 
tems, 254  F.  2d  127  (9th  Cir.  1957);  Muench- 
Kreuzer  Candle  Co.,  Inc.  v.  Wilson,  246  F.  2d  624 
(9th  Cir.),  cert,  denied  355  F.  S.  882  (1957):  Ori- 
ental Foods  V.  Chun  King  Sales,  244  F.  2d  909 
r9th  Cir.  1957) ;  Kwikset  Locks,  Inc.  v.  Hillgren, 
210  F.  2d  483  (9th  Cir.),  cert,  denied  347  U.  S.  989 
(1954)]; 


It  Is  Xow  Ordered  that  x^l^i^^tiff's  motion  for  a 
summarv  iudgment  declaring  invalid  claim  2  of  the 
patent  in  suit  is  herel)y  granted;  and  the  attorneys 
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for  plaintiff  will  lodge  with  the  Clerk  within  ten 
days  findings  of  fact,  conclusions  of  law  and  indp-- 
ment  accordingly,  to  be  settled  pursuant  to  Local 
Rule  7. 

It  Is  Further  Ordered  that  the  Clerk  this  day 
serve  copies  of  this  order  by  United  States  mail 
upon  the  parties  appearing  in  this  cause. 

June  19,  1958. 

/s/  WM.  C.  MATHES, 

United  States  District  Judge. 
[Endorsed]  :    Filed  June  19,  1958. 


United  States  District  Court 
Southern  District  of  California 

Office  of  the  Clerk 

Room  231,  U.  S.  Post  Office  &  Court  House 

Los  Aiigeles  12,  California. 

Parker,  Stanbury,  Reese  &  McGee,  Esqs. 
315  West  9th  Street 
Los  Angeles,  Calif. 

Christie,  ParkeT  &  Hale,  Esqs. 
595  East  Colorado  St. 
Pasadena  1,  Calif. 

Re:     The   Siegler  Corp.,  vs.   The  Coleman  Co., 
No.  213-57-WM. 

You  are  hereby  notified  that  summary  judgment 
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in  the  above-entitled  case  has  been  entered  this  day 
in  the  docket. 

Dated:    July  11,  1958. 

CLERK,  U.  S.  DISTRICT  COURT, 
By    C.  A.  SIMMONS, 

Deputy  Clerk.  10/57.   [280] 


In  the  United  States  District  Court,  Southern 
District  of  California,  Central  Division 

Civil  No.  213-57- WM 

THE  SIEOLER  CORPORATION, 

a  corporation.  Plaintiff. 

vs. 

THE  COLEMAN  COMPANY, 

a  corporation,  Defendant. 

FINDINGS  OF  FACT,  CONCLUSIONS  OF 
LAW  AND  SUMMARY  JUDGMENT 

The  motion  of  i)laintiff  herein  for  siunmary  judg- 
ment having  been  heard  and  the  couii:,  being  fully 
ad^dsed  and  having  filed  its  Order  on  Plaintiff's 
Motion  for  Smnmary  Judgment  on  June  19,  1958, 
makes  the  following  findings  of  fact  and  conclusions 
of  law: 

Findings  of  Fact 

1.  Plaintiff,  The  Siegier  Coi*poration,  is  a  Dela- 
ware corporation  and  has  a  i^lace  of  business  at 
875  South  An'03^0  Parkway,  Pasadena,  California. 
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2.  Defendant,  The  Coleman  Company,  Inc.,  is 
a  Kansas  corporation  and  has  a  place  of  business  in 
the  Coimty  of  Los  Angeles,  State  of  California. 

3.  This  Court  has  jurisdiction  of  the  subject  mat- 
ter of  the  action  pursuant  to  the  pro^i.sions  of  28 
U.S.C.  Sec.  1338  relating  to  patent  causes  and  38 
U.S.C.  Sec.  2201  relating  to  declaratory  judgments. 

4.  On  or  about  December  31,  1956,  the  defend- 
ant, by  letter  addressed  to  the  Holly  Manufacturing 
Company,  Inc.,  875  South  Arroyo  Parkway,  Pasa- 
dena, California,  gave  notice  to  Holly  Manufactur- 
ing Company  of  alleged  infringement  of  United 
States  Patent  No.  2,767,702,  which  was  applied  for 
by  Hany  L.  Giwosky  and  assigned  to  The  Coleman 
Company,  and  which  issued  on  October  23,  1956.  At 
all  times  since  on  or  about  November  29,  1955, 
Holly  Manufacturing  Company  has  been  and  now 
is  a  division  of  the  plaintiif  and  is  known  as  Holly 
Manufacturing  Company,  a  Division  of  The  Siegler 
Corporation. 

5.  By  letter  dated  FeJn-uary  6,  1957,  the  plain- 
tiff ad\ised  the  defendant  that  the  plaintiff  does 
not  infringe  said  Giwosky  patent  No.  2,767,702. 

6.  An  actual  controversy  now  exists  between  the 
parties  to  this  action  so  that  the  plaintiff  is  entitled 
to  a  declaration  of  its  rights  by  this  Court. 

7.  There  is  no  genuine  issue  as  to  any  material 
fact  necessary  to  the  consideration  and  determina- 
tion of  said  motion  for  summary  judgment. 

8.  The  defendant's  charge  of  infringement  of 
said  patent  by  the  plaintiff  relates  to  wall  heaters 
having  two  stages  or  passageways  for  conveying 
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increments  of  air  tlirougii  the  wall  heaters  beiag 
maniifactiired  and  sold  by  the  plaintiff. 

9.  Claim  1  of  said  Giwosky  patent  No.  2,767,702 
describes  a  wall  heater  having  three  stages  or  pas- 
sageways for  conveying  increments  of  air  through 
the  wall  heater.  Claim  2  of  said  G-iwosky  joatent 
No.  2,767,702  describes  a  wall  heater  having  two 
stages  or  passageways  for  conveying  increments  of 
air  through  the  wall  heater. 

10.  Defendant  has  admitted  that  claim  1  of  said 
Giwosky  Patent  No.  2,767,702  does  not  cover  iDlain- 
tiff's  wall  heater  models  25NS,  25ND,  35NS,  35ND, 
50ND,  57ND,  250S,  250D,  350S,  350D,  500D,  570D, 
25S,  25D,  35S,  35D,  SOD,  and  55D,  and  the  parties 
hereto  have  agreed  that  claim  1  of  said  Giwosky 
patent  No.  2,767,702  is  not  m  issue  in  this  action. 

11.  It  is  admitted  b}^  the  parties  hereto  that 
United  States  Letters  Patent  No.  268,860  issued  to 
Browell  in  1882  is  pertinent  prior  art  which  con- 
cededly  was  not  cited  and  presumably  not  consid- 
ered by  the  Patent  Office  in  passing  on  the  aj^plica- 
tion  for  the  patent  in  suit  No.  2,767,702  issued  to 
Giwosky,  and  fiui:her,  the  parties  stipulated  that 
the  entire  record  of  Holly  Manufacturing  Company 
V.  The  Coleman  Company,  Civil  No.  15,886- WM  in 
this  Court,  is  now  before  this  Court  for  considera- 
tion upon  plaintiff's  motion  for  summary  judgment. 

12.  The  patent  to  Browell  No.  268,860  discloses 
that  it  is  old  in  the  art  to  employ  a  metal  flue  con- 
struction on  a  primary  heating  appliance  wherein 
air  is  taken  into  a  casing  a])out  the  flue  at  a  loca- 
tion immediately  above  the  primary  heating  appli- 
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ance  and  discharge  below  a  barrier  in  the  casing  at 
a  location  near  the  ceiling  of  the  room  in  which 
the  heating  appliance  is  located.  Claim  2  of  the 
G-iwosky  patent  No.  2,767,702  describes  a  metal  flue 
construction  17  on  a  primaiy  heating  appliance  10 
wherein  air  is  taken  into  a  casing  22  about  the  flue 
at  a  location  20  immediately  above  the  primary  heat- 
ing appliance  and  discharge  below  a  barrier  26  in 
the  casing  at  a  location  near  the  ceiling  of  the  room 
in  which  the  heating  appliance  is  located,  and  hence 
claim  2  of  said  Griwosky  patent  No.  2,767,702  does 
not  differ  patentably  from  the  device  shown  in  the 
Browell  patent  No.  268,860. 

13.  The  patent  to  Hollingsworth,  et  al.,  No.  2,- 
602,441,  discloses  that  it  is  old  in  the  art  to  employ 
in  a  wall  heater  having  a  primary  heating  element 
with  a  secondary  heat  exchanger  to  heat  a  stream 
of  air  in  addition  to  that  heated  by  the  primary 
heating  element,  and  the  patent  to  Browell  No.  268,- 
860  discloses  that  it  is  old  in  the  art  to  provide  a 
secondary  heat  exchanger  employing  a  metal  flue 
construction  on  a  primary  heating  appliance 
wherein  air  [283]  is  taken  into  a  casing  about  the 
flue  at  a  location  immediately  above  the  primary 
heating  appliance  and  discharged  below  a  barrier 
in  the  casing  at  a  location  near  the  ceiling  of  the 
room  in  which  the  heating  appliance  is  located. 
Claim  2  of  the  Giwosky  patent  No.  2,767,702  de- 
scribes a  wall  heater  employing  a  primary  heat- 
ing appliance  and  having  a  flue  construction  which 
serves  as  a  secondary  heat  exchanger  wherein 
air  is  taken  into  a  casing  about  the  flue  at  a  loca- 
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tion  immediately  above  the  primary  heating  appli- 
ance and  discharged  below  a  barrier  in  the  casing 
at  a  location  near  the  ceiling  of  the  room  in  \vhich 
the  heating  apiDliance  is  located,  and  hence  claim  2 
of  said  Giwosky  patent  No.  2,767,702  does  not  differ 
patentably  from  the  combination  of  the  devices 
shown  in  Hollmgsworth  patent  Xo.  2,602,441  and 
Browell  patent  No.  268,860. 

14.  The  device  described  in  claim  2  of  said  Giwo- 
sky  patent  No.  2,767,702  is  anticipated  hj  United 
States  Patent  No.  268,860  issued  to  Browell  in  1882 
and  it  is  also  anticipated  by  the  device  disclosed  in 
Hollingsworth  patent  No.  2,602,441  issued  to  Holly 
Manufacturing  Company  on  July  8,  1952. 

15.  The  device  described  in  claim  2  of  said  Giwo- 
sky  patent  No.  2,767,702  fails  to  meet  the  standard 
of  invention  required  by  the  laws  of  the  United 
States  because  the  invention  claimed  therein  lacks 
patentable  novelty  over  the  prior  art  patents. 

16.  The  de^dce  described  in  claim  2  of  said  Giwo- 
skj^  patent  No.  2,767,702  fails  to  meet  the  standard 
of  invention  required  by  the  laws  of  the  United 
States  because  the  subject  matter  of  said  claim  2 
would  have  been  obvious  at  the  time  the  alleged 
invention  was  made  to  a  person  having  ordinary 
skill  in  the  art. 

17.  Extrinsic  evidence  is  not  needed  to  explain 
or  evaluate  the  prior  art,  cited  or  uncited,  and  its 
applicability  to  the  subject  matter  of  claim  2  of  the 
patent  in  suit.  [284] 

18.  In  claim  2  of  the  Giwosky  patent  in  suit, 
the  various  elements  set  fortli  as  constituting  the 
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patented  device  do  not  produce  any  result  not  pro- 
duced in  the  prior  art,  or  any  unexpected  result, 
and  do  not  produce  in  aggregation  any  result 
greater  than  the  sum  of  their  separate  results,  or 
any  result  different  from  the  result  which  in  aggre- 
gation is  produced  in  the  prior  art. 

19.  The  elements  of  claim  2  of  the  Giwosky  pat- 
ent in  suit,  being  an  alleged  combination  invention 
composed  of  elements  old  in  the  art,  do  not  per- 
form any  additional  and  different  function  in  com- 
bination than  they  perform  out  of  it  and,  as  such, 
said  claim  2  fails  to  meet  the  standard  of  invention 
required  by  the  laws  of  the  United  States. 

20.  Claim  2  of  the  Giwosky  patent  in  suit  is 
completely  anticipated  by  the  prior  art. 

21.  The  device  of  claim  2  of  the  Giwosky  patent 
in  suit  is  lacking  in  invention  over  the  prior  art. 

22.  The  device  of  claim  2  of  the  Giwosky  patent 
in  suit  is  devoid  of  patentable  novelty. 

23.  The  "Order  on  Plaintiff's  Motion  for  Sum- 
mary Judgment",  filed  June  19,  1958,  is  by  refer- 
ence made  a  part  hereof. 

Conclusions  of  Law 

1.  This  Court  has  jurisdiction  of  this  action  and 
of  the  parties  to  the  action. 

2.  The  Giwosky  patent  in  sTiit  No.  2,767,702  is 
owned  by  the  defendant,  The  Coleman  Company. 

3.  Any  presumption  that  claim  2  of  the  Giwosky 
patent  in  suit  is  valid  does  not  subsist  as  to  the 
pertinent  prior  art  which  was  not  cited  or  consid- 
sidered  by  the  Patent  Office. 
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4.  Claim  2  of  Letters  Patent  No.  2,767,702  is- 
sued to  Harry  L.  Giwosky  and  assigned  to  the  de- 
fendant, The  Company  [285]  Company,  is  invalid 
as  being  anticipated  by  uncited  United  States  Pat- 
ent No.  268,860  issued  to  Browell  and  by  the  cited 
United  States  Patent  No.  2,602,441  issued  to  Hol- 
lingsworth  et  al. 

5.  There  being  no  dispute  of  fact  as  to  the  con- 
tents of  the  file  wrapper  history  of  the  Giwosky 
patent  in  suit  or  the  prior  art  xoatents,  both  cited 
and  uncited,  and  no  subsisting  presumption  of  va- 
lidity as  to  the  pertinent  prior  art  which  was  not 
cited  by  the  Patent  Office,  and  extrinsic  evidence 
not  being  required  for  the  purposes  of  explanation, 
the  question  of  anticipation  and  want  of  invention, 
and  hence  of  validity,  are  questions  of  law. 

6.  Claim  2  of  the  Giwosky  patent  in  suit  is  in- 
valid and  void  for  want  of  invention  over  the  prior 
art. 

7.  Claim  2  of  the  Giwosky  patent  in  suit  is  in- 
valid and  void  for  failure  to  meet  the  requisite 
standard  of  invention  in  that  it  lacks  patentable 
novelty  over  the  prior  art. 

8.  Plaintiff  is  entitled  to  judgment  declaring 
claim  2  of  United  States  Letters  Patent  in  suit  No. 
2,767,702  invalid  and  void  and  judgment  dismissing 
the  counterclaim  of  the  defendant,  and  for  plain- 
tiff's taxable  costs. 

Judgment 
In   accordance   with   the   foregoing   Findings   of 
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Fact  and  Conclusions  of  Law,  it  is  Ordered,  Ad- 
judged and  Decreed: 

1.  The  defendant,  The  Coleman  Company,  is  the 
owner  of  United  States  Patent  ¥o.  2,767,702. 

2.  Claim  2  of  United  States  Patent  No.  2,767,702 
in  suit  is  invalid  and  void. 

3.  The  counterclaim  of  the  defendant,  The  Cole- 
man Company,  is  hereby  dismissed. 

4.  PJaintife  shall  recover  its  taxable  costs  herein 
in  the  [286]  amount  of  $132.47,  as  taxed  bv  the 
Clerk. 

Bated:  This  10th  day  of  July,  1958. 

/s/  WM.  C.  MATHES, 

United  States  District  Judge. 
Presented  by: 

CHRISTIE,  PARKER  &  HALE, 
JAMES  B.  CHRISTIE, 
C.  RUSSELL  HALE, 
RICHARD  B.  HOEGH, 
ASHLEY  STEWART  ORR, 
/s/  By  ASHLEY  STEWART  ORR,' 
Attorneys  for  Plaintiff.  [287] 
Affidavit  of  Mailing  Attached.  [288] 

[Endorsed]:  Lodged  June  30,  1958.  Filed  Julv 
10,  1958.  ^ 


[Title  of  District  Court  and  Cause.] 

NOTICE  OF  APPEAL 
Notice  Is  Hereby  Given  that  The  Coleman  Com- 
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pany,  Iiic,  defendant  above  named,  hereby  appeals 
to  the  United  States  Court  of  Api^eals  for  the  Ninth 
Circuit  from  the  siunmary  judgment  entered  in  this 
action  on  July  11,  1958,  and  from  all  prior  orders, 

decisions,  ruling's,  findings  and  conclusions  adverse 
to  this  defendant  rendered  during  the  trial  of  this 
case. 

Dated  this  23rd  day  of  July,  1958. 

PAKKEK,  STANBrRY.  EEESE   & 
McGEE, 
/s/  By  RAYMOXD  G.  STANBERY, 
Attorneys  for  Defendant- AiDpellant,  The  Coleman 
Company,  Inc.  [289] 

Affidavit  of  Service  by  Mail  Attached.  [290] 
[Endorsed]  :  FHed  July  23,  1958. 


[Title  of  District  Coiu't  and  Cause.] 

CERTIFICATE   BY   CLERK 

I,  Jolui  A.  Childress,  Clerk  of  the  above-entitled 
Court,  hereby  certify  that  the  items  listed  below 
constitute  the  transcript  of  record  on  appeal  to  the 
United  States  Court  of  Appeals  for  the  Nmth  Cir- 
cuit, in  the  above-entitled  case: 

A.  The  foregomg  pages  nmnbered  1  to  292.  in- 
clusive, containing  the  original: 

Complamt. 

Summons. 
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Stipulation  extending  time  to  plead,  filed  3/8/57. 
Notice  of  Motion  and  Motion  for  Discovery. 
Minute  Order  4/1/57  re  plaintiff's  motion  to  pro- 
duce. 

Notice  of  Taking  Depositions. 

Answer  and  Counterclaim. 

Answer  to  Defendant's  Counterclaim. 

Notice  of  Pre-Trial  Conference. 

Stipulation  and  Order  continuing  pre-trial  hear- 
ing, filed  8/15/57. 

Suggestion  as  to  the  applicability  of  the  "Low 
Number  Rule",  etc. 

Stipulation  continuing  pre-trial  hearing,  filed 
10/10/57. 

Interrogatories  to  Defendant. 
Plaintiff's  Requests  for  Admissions. 
Stipulation    continuing    pre-trial    hearing,    filed 
12/16/57. 

Stipulation  extending  time  to  answer  interroga- 
tories and  request  for  admissions. 

Notice  as  to  further  extensions  or  continuances. 

Notice  pu.rsuant  to  35  IJ.S.C.  Sec.  282. 

Defendant's  reply  to  Plaintiff's  Request  for  Ad- 
missions under  Rule  36. 

Interrogatories  to  Plaintiff. 

Plaintiff's  Answers  to  Defendant's  Interroga- 
tories. 

Pretrial  Statement. 

Affidavits,  Prior  Art  Patents  and  certified  copy 
of  File  Wrapper  in  support  of  Plaintiff's  Motion 
for  Summary  Judgment. 
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Notice  of  Plaintilffi's  Motion  for  Sunmiary  Judg- 
ment. 

Memorandum  in  support  of  Motion  for  Smnmaiy 
Judgment. 

Stipulation  continuing  pre-trial  hearing  and  Mo- 
tion for  Summary  Judgment. 

Affidavit  of  Raymond  G.  Stanbury. 

Memorandum  in  opposition  to  Motion  for  Sum- 
mary Judgment. 

Affidavits  submitted  by  Defendant  in  opposition 
to  Plaintiff's  Motion  for  Summary  Judgment. 

Statement  of  Genuine  Issues. 

Reply  to  Defendant's  Memorandmn  in  opposition 
to  Plaintiff's  Motion  for  Summary  Judgment. 

Minute  Order  4/21/58  re  pre-trial  hearing. 

Minute    Order   5/12/58    re    hearing   Motion    for 
Summary  Judgment. 

Proposed  Findings  of  Fact  and  Conclusions  of 
Law. 

Order  on  Plaintiff's  Motion  for  Sunmiary  Judg- 
ment. 

Notice  of  hearing  application  to  tax  costs. 

Clerk's  notice  of  entry  of  Summary  Judgment. 

(Certified  copy)  Findings  of  Fact,  Conclusions  of 
Law  and  Summary  Judgment. 

Notice  of  Appeal. 

Defendant-Appellant's  Designation  of  Record  on 
Appeal. 

B.    One  volume  of  Reporter's  Transcript  of  Pro- 
ceedings had  on  May  12,  1958. 
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C.  Depositions  of  Alwin  B.  Newton,  Jonathan 
Ewert,  Charles  Gale,  Carl  L.  Buito\ys,  F.  Earl  Fer- 
tig,  Jr.,  Raymond  F.  Bieclenbender.  Taken  4/17  and 
18,  1957. 

I  further  certify  that  my  fee  for  preparing  the 
foregoing  record,  amounting  to  2.40,  has  been  paid 
by  appellant. 

Dated:  August  19,  1958. 

[Seal]  JOHN  A.  CHILDRESS, 

Clerk. 

/s/  By  WM.  A.  WHITE, 

Deputy  Clerk. 


[Title  of  District  Court  and  Cause.] 

CERTIFICATE  BY  CLERK 

I,  John  A.  Childress,  Clerk  of  the  above-entitled 
Court,  hereby  certify  that  the  items  listed  below 
constitute  the  2nd  supplemental  transcript  of  rec- 
ord on  appeal  to  the  United  States  Court  of  Ap- 
peals for  the  Ninth  Circuit,  in  the  above-entitled 
matter : 

A.  The  foregoing  pages  numbered  1  to  14,  in- 
clusive, containing  the  original : 

Defendant's  Answers  to  Plaintiff's  Interrogato- 
ries, filed  2/11/58. 

I  further  certify  that  my  fee  for  preparing  the 
foregoing  record,  amounting  to  80  cents,  has  been 
paid  by  appellee. 
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Dated:  January  5,  1959. 

[Seal]  JOHN  A.  CHILDRESS, 

Clerk. 
/s/  By  WM.  A.  WHITE, 
Deputy  Clerk. 


In  the  United  States  District  Court,  Southern  Dis- 
trict of  California,  Central  Division 

No.  15886-WM 

HOLLY  MANUFACTLTRINO  COMPANY,  a  cor- 
poration of  California,  Plaintiff, 

vs. 

THE   COLEjMAN   COMPANY,   INC.,   a  corpora- 
tion of  Kansas,  Defendant. 

TRANSCRIPT  OF  PROCEEDINGS 

Los  Angeles,  Calif.,  Tuesday,  Jan.  11,  1955 
Honorable  William  C.  Mathes,  Judge  presiding. 

**•«•**  n*i 

JACK  KICE 

called  as  a  witness  by  and  on  behalf  of  the  defend- 
ant, having  l)een  first  duly  sworn,  was  examined 
and  testified  as  follows: 

The  Clerk:    Will  you  state  your  name,  please? 

The  Witness:    Jack  Kice. 

The  Clerk:     K-i-c-e? 


*  Page    numbers    appearing    at    top    of    page    of    original    Re- 
porter's Transcript  of  Record. 
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(Testimony  of  Jack  Kice.) 
The  Witness:     That's  right. 

Direct  Examination 

Q.    (By  Mr.  Lyon)  :    Will  you  state  your  age  and 
occupation,  and  by  whom  you  are  emplo.yed,  please? 

A.     I  am  40  years  old,  I  work  for  the  Coleman 
Company,  Inc.,  Wichita,  Kansas.  The  job  probably 
requires  a  little  explanation,  because  at  the  time  of 
the  depositions  I  was  working— the  job  title  that  I 
had  was   assistant  to   the  president,   which  would 
appear  in  the  depositions,  and  since  that  time  we 
have  greatly  expanded  our  application  engineering 
section,  and  I  have  taken  over  the  reorganization 
of  that  department  and  the  service  engineering  de- 
partment. My  present  job  title  is  manager  of  the 
application  engineering  and  ser\dce  department.  In 
this  capacity  I  have  charge  of  all  technical  matters 
for  the  sales  department.  That  would  include  train- 
ing and  writing  manuals,  consultation  with  the  de- 
sign department,  liaison  between  design  and  fac- 
tory  and    [326]    numerous    other    sections    of    the 
business. 

I    could   probably    summarize    it   by    saying    all 

technical  matters   for   the   sales   department   come 

under  my  general  jurisdiction. 
***** 

The  Witness:  Now,  we  have  only  been  talking 
about  fireplaces  which  are  commonly  thought  of  as 
made  out  of  brick  or  stone.  But  [363]  back  in  1882 
Mr.  Browell— the  patent,  we  don't  have  the  num- 
ber. 
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(Testimony  of  Jack  Kice.) 
Mr.  Lyon:     Exhibit  I. 

The  Witness:  Exhibit  I.  showed  a  venti- 
lated flue  stack,  as  I  have  illustrated  here  in  green 
on  the  overlay,  which  was  made  out  of  metal;  has 
an  inlet  opening  at  the  intermediate  height  above 
the  first  box.  Aiid  the  air  that  is  used  to  ventilate 
the  flue  and  keep  it  cool  is  then  discharged  into  the 
room  and  utilized  for  the  sake  of  economy.  That  is 
the  first  economizer  as  it  is  used  in  the  Coleman 
design. 

Q.  (By  Mr.  Lyon) :  Mr.  Kice,  you  have  de- 
picted substantially  the  device  as  described  in  t]ie 
Browell  patent.  Exhibit  I,  in  this  overlay  to  Ex- 
hibit AA? 

A.  That  is  right.  This  illustrates  very  close — I 
don't  believe  there  are  any  significant  differences 
between  what  I  have  shown  here  on  my  overlay 
and  the  illustration  in  the  Browell  patent.  In  fact, 
there  is  a  sketch  there  that  I  copied  this  from :  that 
is,  a  part  of  the  drawing  is  what  I  copied  this 
from. 

You  will  note  that  air  enters  the  economizer 

Q.  Would  you  mark  that  with  a  red  pencil.  A? 
A.  I  have  one — air  enters  the  economizer  at 
points  A,  in  openings  directly  above  the  lower  box, 
and  would  a])sorb  heat  from  the  fine  and  Avould  ex- 
haust back  into  the  room  [364]  through  an  outlet, 
which  T  will  mark  B. 

In  the  Browell  patent  it  shows  the  optional  alter- 
native of  going  on  up  into  second  floor  rooms.  But 
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(Testimony  of  Jack  Kice.) 

what  we  have  shown  here  is  the  practical  applica- 
tion of  the  Browell  patent. 

Now,  if  I  may  refer  back  to  Exhibit  AB,   the 
overlay, 

The  Court:    AB? 

The  Witness:    Yes,  sir. 

The  Court:     Your  last  exhibit  you  were  dealing 
with  was 

Mr.  Lyon:     AA. 

The  Court:     The  Browell  patent. 

The  Witness :    The  Browell  patent. 

The  Witness:  The  Browell  patent  was  the  over- 
lay on  Exhibit  AA. 

The  Court:     And  it  is  marked 

Mr.  Lyon:  The  first  one  was  AA  that  he  was 
just  discussing.  Nov/  he  is  discussing  AB. 

The  Court:  You  mean  the  dra,wing  which  illus- 
trates the  Browell  patent  is  made  a  part  of  AA? 

Mr.  Lyon:  It  was  the  overlay  added  to  AA,  if 
your  Honor  please. 

I\Ir.  Christie:  Your  Honor,  it  looks  to  me  as 
though  it  is  Mr.  Kice's  interpretation  of  the  por- 
tion of  the  Browell  patent;  it  isn't  the  Browell  pat- 
ent. 

The  Court:     Of  course,  it  is  his  interpretation. 

Mr.  Lyon:  Your  Honor,  see,  this  is  Exhibit  AA 
originally  (indicating).  I  mean,  it  Avas  marked 
with  a]l  of  this  on.  [365]  Now,  when  he  says  that 
he  adds  the  Browell  patent.  Exhibit  AA,  he  does 
it  by  means  of  this  overlay  on  top  of  it. 

The  Court:    Another  drawing  which  is  attached 


146  The  Coleman  Company,  Inc.,  vs. 

(Testimony  of  Jack  Kice.) 

to  and  is  a  part  of  Exhibit  AA  for  identification? 

Mr.  Lyon:  That  is  right,  yonr  Honor.  Now,  he 
is  doing  the  same  thing  on  AB,  which  is  the  side 
view  of  AA. 

The  Witness:  You  will  recall  that  AB  is  a  side 
sectional  view  of  a  typical  fireplace.  And  we  find  in 
the  art  that  Mr.  McLeod  has  a  patent  which  was 
allowed  in  1919. 

The  Court:    Exhibit 

Mr.  Lyon:  Is  that  Exhibit  C,  Mr.  Kice,  that 
you  are  referring  to? 

The  Witness:  That  is  Exhibit  C,  which  is  a 
metal  ventilated  flue  stack  and  fireplace  enclosure, 
that  is  very  similar  to  the  Holly  design  philosophy. 

In  fact,  I  see  in  this  every  element  that  is 
claimed  by  Holly.  Remember  that  we  had  the  lower 
box  and  the  upper  box,  with  a  first  radiator  and  a 
second  radiator  and  a  draft  hood,  with  what  we 
call  a  deflector. 

Now,  the  ventilation  passages  that  was  the  in- 
vention of  Mr.  McLeod  pro^ddes  ventilation  from 
grilles  at  the  floor  level  that  permits  a  flow  of  air 
around  the  sides  and  the  back  of  the  lower  radia- 
tor, or  lower  box,  excuse  me,  and  permits  it  to  flow 
up  into  the  second  box  and  through  it,  picking  up 
the  heat  from  the  flue,  keeping  it  cool  thereby,  and 
[366]  the  heat  that  it  picks  up  is  discharged 
through  a  grille  near  the  ceiling  into  the  room. 

Q.  (By  Mr.  Lyon)  :  Now,  is  that  around  the 
bottom — in  this  last  device  is  there  a  shield  be- 
tween the  chamber  where  the  fire  is  and  that 


I 
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(Testimony  of  Jack  Kice.) 

A.     Yes,  there  is  a  metal  shield  right  up  the 

surromiding  the  entire  first  radiator. 

The  Court:  Now,  does  the  air  from  the  back  of 
the  fireplace  there  get  over  to  be  ejected  out  the 
front  grille  above? 

The  Witness:  The  space  that  I  have  shown  here 
in  ])lue  is  actually  an  annulus  surrounding  the  flue 
passage  which  is  made  out  of  metal  and  would  join 
on  a  flue  going  on  up  to  exhaust  the  fumes  outside. 
So  it  seems  to  me  that  in  these  comparatively  early 
inventions  we  can  see  the  elementary  differences 
between  the  Coleman  design,  which  is  quite  similar 
to  the  old  Browell  patent  in  1882,  and  the  Holly 
mnt,  which  is  quite  similar  to  the  McLeod  patent 
that  dates  back  to  1919. 


*    *    *    -x-    * 


The  Court:  When  you  use  that  term  "heat  ex- 
changer," are  you  using  a  term  that  is  common  in 
the  trade?  [413] 

The  Witness:    Yes,  sir. 

The  Court:     Is  it  synonymous  to  radiator? 

The  Witness:  More  conmionly  called  a  heat  ex- 
changer than  it  is  a  radiator. 

The  Court:  Is  there  a  difference,  or  is  that  just 
a  new  term? 

The  Witness:  In  the  language  we  have  been 
using  here  they  would  be  sjmonymous.  Now,  I  do 
not  believe  that  the  secondary  heat  exchanger  that 
Holly  refers  to,  however,  is  synon3aiious  with  what 
we  call  a  ventilated  flue  stack,  inasmuch  as  they 
have  deliberately  designed,  in  my  opinion,  sir,  the 
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(Testimony  of  Jack  Kice.) 

secondary — the  lower  radiator  or  primary  ex- 
changer someiwhat  smaller,  and  mth  less  heat  ex- 
change capacity  than  we  do.  Because,  they  do  de- 
pend on  their  secondary  heat  exchanger  for  a  part 
of  the  exchange  of  heat  between  the  fine  gases  and 
the  air;  a  rather  considerable  part.  And  we  are  not 
dependent  on  that  to  operate  satisfactorily.  We  are 
merely  interested,  in  ventilating  that  flue. 

The  Court:  You  both  salvage  that  heat,  so  to 
speak  ? 

The  Witness:     That  is  right. 

The  Court:  And  try  to  put  it  out  in  the  room, 
and  it  does  double  duty;  one,  it  is  depended  upon 
to  heat  the  room,  ]^o.  1;  and  it  tends  to  cool  the 
area  surrounding  the  lower  heater.   No.   2. 

The  Witness:  That  is  right;  just  as  Browell  did 
in  1882.   [414] 

I  would  say  that  that  about  covers  my  exhibits. 

Oh,  I  believe  I  have  one  more  here  which  was 
Exhibit  AH,  already  marked.  And  I  w^ould  just 
like  to  make  the  comparison  i)erhaps  just  a  little 
more  clearer  in  the  action  that  takes  place  between 
— as  comparmg  Coleman,  as  I  have  just  done,  and 
all  of  the  paths  of  air  flow  that  we  provide  to  get 
three  or  four  stages,  depending  on  how^  you  want 
to  turn  the  stages;  ])ut  at  least  three  stages  of  ven- 
tilation cooling. 

The  Court:     This  chart  is  Exhibit 

The  Witness :  This  chart  that  I  am  showing  you 
here  is  AH.  Oh,  excuse  me.  The  chart  that  I  just 
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mentioned  was  chart  AG.  Yes,   sir.   It  shows  the 

Coleman  circulation. 

The  Court:  That's  the  chart  you  last  testified 
about,  is  it,  AG? 

The  Witness:  Chart  AG  was  the  one  I  was  just 
discussing  before  we  went  over  to  look  at  the  ex- 
hibit  

The  Court:  The  chart  you  now  have  before 
you,  AH? 

The  Witness:     That  is  correct. 

The  Court:     That  involves  a  Holly  heater? 

The  Witness:  This  shows  the  Holly  heater  that 
they  built  in  and  depend  on.  This  shaded  portion 
here  would  be  the  lower  box.  This  darker  cross 
hatched  section  is  their  flue  or,  as  they  would  call 
it,  the  secondary  heat  exchanger,  surroimded  by  a 
ventilation  shell  or  annulus. 

N'ow,  they  do  not  provide  any  built-in  passage 
at  all  in  [415]  the  lower  section  but  depend  on  air 
entering  through  the  lower  grille  or  the— there  is 
actually  not  a  grille  there.  They  just  mount  the 
Tmit  up  above  the  floor  and  the  skirt  covers  an 
opening  in  the  bottom.  The  grille  in  the  front,  I 
believe,  is  merely  for  burner  air.  Air  comes  up 
through  here  and  would  be  free  to  go  up  through 
the  stud  space  at  the  side  of  the  unit  in  the  single 
wall  model.  I  frankly  don't  know  how  they  get  the 
air  up  the  unit  for  the  dual  wall  models;  but  T  vvill 
not  attempt  to  explain  that.  Air  can  come  up 
through  here  (indicating).  Now 
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The  Court:  "Here''  being  the  amiuhis  between 
the  lower  box  and  the  stud,  is  that  right? 

The  Witness:  One  of  the  paths  is  betw-ecn  the 
lower  1oox  and  the  stud,  and  the  other  path  that  I 
have  attempted  to  illustrate  is  merely  m  the  colmnn 
area  at  the  side  of  the  shell. 

The  Court:  By  that  do  you  mean  the  area  be- 
tween the  radiator  and  the  wall  of  the  shell? 

The  Witness:  I  believe  I  can  illustrate  on  their 
exhibit  bettei'. 

This  space  which  would  be  alongside  of  the  lower 
box. 

The  Court:  Between  the  outside  of  the  lower 
box  and  the  inside  of  the  trun,  is  that  riglit? 

The  Witness:  That  is  correct;  between  the  out- 
side of  the  lower  box  and  the  inside  of  the  shell 
or  trim.  It  provides [416] 

The  Court :    Shell  or  trim  being  Exhil^it 

Mr.  Lyon:     20-A,  I  believe,  your  Honor. 

The  Court:     20-A? 

Mr.  Lyon:    What  is  the  tag  on  there.  Mr.  Kice? 

The  Court:  Exhibit  20-B,  would  it  not.  called 
"panel"? 

The  Witness:     20-B  is  the  identification. 

The  Court:  The  shell  is  20-A.  That  is  the  sec- 
ondary heater. 

The  Witness:  Xow,  that  would  be  ventilated, 
,iust  a  small  area  of  ventihation  permitted  at  the 
top  of  the  trim,  as  I  understand  their  design. 

The  Court:     I  said  Exhibit  20-A.  It  is  Exhibit 
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20.  The  lower  box,  the  radiator,  Exhibit  20,  Holly. 
The  Witness:  Thank  you.  Now,  the  air  that  I 
have  just  been  referring  to  has  only  one  outlet, 
which  is  the  grille  in  the  economizer.  Excuse  me. 
The  grille  in  the  secondary  heat  exchanger,  which 
I  will  shade  up  here  in  blue.  The  path  of  flow  then 
has  to  come  around  the  solid  brackets  that  they 
provide,  and  would  come  out  of  the  grille  into  the 
room  as  I  liave  shown  here  in  the  blue  lines,  and 
will  indicate  with  arrows  at  the  extremities. 

The  Court:     That  is  the  upper  grille? 

The  Witness:  That  is  the  upper  grille  of  the 
Holly  seicondary  heat  exchanger.  The  flow  of  air 
around  the  flue,  which  they  referred  to  as  the  sec- 
ondary exchanger,  would  be  [417]  somewhat  as  I 
haA^e  shown  with  the  spiral  lines,  I  believe.  There 
is  some  question  in  my  mind  as  to  what  occurs  in 
this  more  or  less  stagnant  portion  above  the  grille. 
But  I  would  presume  that  part  of  that  heat  would 
find  its  way  out  of  the  grille.  A  part  of  it  would  find 
its  way  as  conduction  and.  convection  through  the 
wall.  And  that  single  stage  is  the  Holly  arrangement 
and  the  multiplate  stage  is  the  Coleman  arrange- 
ment. 

The  Court:  Now,  with  respect  to  the  Holly, 
where  do  you  say  the  air  comes  from  that  is 
emitted  from  the  upper  grille? 

The  Witness:  The  Holly  unit  depends  on  its 
air  supply  from  the  opening  near  the  floor;  and  is 
dependent  on  a  channel  being  provided  by  the  car- 
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penter  or  the  x>lasterer  between  the  lower  portion 

and  the  stud  space. 

The  Court:  In  other  words,  it  is  your  under- 
standing that  all  the  air  which  is  emitted  from  tlie 
upper  grille  must  come  from  the  space  between  the 
studs  and  the  heater,  exterior  of  the  heater  box? 

The  Witness:  That  is  my  understanding  exactly. 
And  it  is  the  way  I  read  their  patent. 

I  don't  believe  there  is  anything  else.   [418] 

The  Court:  None  of  it  can  come  from  the  so- 
called  lower  box  proper,  the  interior  of  the  lower 
box? 

The  Witness:  No,  your  Honor.  The  air  supply 
for  the  secondary  heat  exchanger  must  come  from 
the  space  outside  the  lower  box,  between  it  and  the 
stud  space. 

The  Coui^t:  By  the  lower  box  I  mean  Exhibit 
20,  and  you  so  understand  it,  do  you? 

The  Witness:  Does  Exhibit  20 — that  includes 
this?  Yes,  sir. 

The  Court:     It  does  not  include  the  trim? 

The  Witness:  They  could  get  a  little  air  up 
through  the  columns  of  the  trim. 

The  Court:     Up  into  the 

The  Witness:  Up  into  the  space  above  the  lower 
box. 

The  Court:     Up  into  the  heat  exchanger? 
***** 
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[Letterhead  of  Dawson,  Tilton  &  Graham] 
HD:m  April  15,  1953 

James  B  Christie,  Esq., 
595  East  Colorado  Street, 
Pasadena  1,  California 

Dear  Mr.  Christie: 

Re:  Holly  Manufacturing  Company 
Patent  No.  2,602,441— 
The  Coleman  Company,  Inc. 

I  have  forwarded  your  letter  of  March  3,  1953, 
to  The  Coleman  Company,  Inc.,  and  have  received 
a  communication  from  the  company  with  respect 
to  tests  which  it  has  performed. 

I  am  advised  that  when  the  unit  is  properly  m- 
stalled,  the  air  flow^  from  the  space  about  the  lower 
box  into  the  upper  box  is  inconsequential.  Of 
course,  to  make  the  structure  hermetically  sealed 
would  require  extremely  tight  joints,  which  are 
difficult  to  get  in  a  plaster  wall.  It  was  felt  by  the 
Coleman  technical  people,  hov/ever,  that  the  trace 
of  air  flowing  upwardly  was  inconsequential. 

T  have  now  been  advised  by  Coleman  that  in 
view  of  the  comments  in  your  letter,  they  have  de- 
cided to  make  a  further  change  in  the  structure  in 
which  the  upper  unit  is  seated  within  the  lower 
unit  so  that  there  is  no  possibility  of  any  flow  of 
air  from  the  space  about  the  lower  unit  into  the 
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upper  box.  I  believe  that  this  will  satisfy  your 
client  and  I  shall  plan  to  send  you  a  copy  of  the 
drawing  of  the  new  structure  in  the  very  near 
future. 

DAWSON,  TILTON  &  GRAHAM 

/s/  By   HORACE  DAWSON 

cc  The  Coleman  Company,  Inc. 
Wichita  1,  Kansas 

Attn:  Mr.  Jess  L.  Moore,  Jr. 


PLAINTIFF'S  EXHIBIT  No.  12 

[Letterhead  of  Dawson,  Tilton  &  Graham] 

HD:m  Jime  4,  1953 

James  B.  Christie,  Esq., 
595  East  Colorado  Street, 
Pasadena,  California 

Dear  Mr.  Christie: 

I  am  enclosing  a  sketch  of  the  Coleman  wall  type 
burner.  The  Coleman  Company  has  given  me  work- 
ing drawings,  but  in  order  to  make  the  matter  clear, 
it  seemed  to  me  better  that  a  drawing  should  be 
prepared  similar  to  the  one  shown  in  the  Hollings- 
worth,  et  al.  patent,  and,  accordingly,  I  have  had 
such  a  drawing  made. 
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In  the  drawing,  you  will  note  that  the  second  or 
upper  box  10  is  closed  at  its  bottom  and  that  it  is 
open  only  at  its  forward  intake  end  11.  None  of 
the  air  from  about  the  lower  box  is  thus  able  to 
enter  the  upper  box  10.  Instead,  the  air  that  enters 
the  upper  box  10  is  room  air  passing  through  the 
entrance  11  and  extending  upwardly  about  the  pipe 
12  and  outwardly  through  the  discharge  opening 
13. 

I  am  enclosing  also  photostatic  copies  of  an  ad- 
vertisement of  the  Metalbestos  Vent  Assembly, 
which  advertisement  came  out  several  years  j^rior 
to  the  filing  of  your  client's  application  for  patent. 
The  advertisement  shows  a  wall  heater,  and  more 
particularly  a  vent  structure  which  is  employed 
with  a  wall  heater.  The  Metalbestos  Weill  Heater 
Vent  Assembly  is  used  with  the  common  wall  heater 
in  which  there  is  a  central  radiator,  a  burner  for 
heating  it,  a  stack,  a  draft  hood  provided  with  a 
relief  opening  into  the  room,  and  the  usual  outlet 
and  inlet  passages.  Over  such  a  wall  heater  is  placed 
The  Metalbestos  "Wall  Heater  Vent  Assembly", 
which  has  an  inner  radiator  communicating  with 
the  stack  of  the  wall  heater  and  about  the  radiator 
is  a  second  box  having  inlet  parts  for  receiving 
air  in  the  lower  part  of  the  chamber.  Any  air  leak- 
ing upwardly  from  about  the  lower  box  will  pass 
into  the  second  box  of  the  Metalbestos  Wall  Heater 
Vent  Assembly.  We  call  this  structure  to  your  at- 
tention because  your  client  has  been  concerned 
Avith  the  fact  that  a  trace  of  air  may  leak  past  aiiy 
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barrier  placed  in  the  studding  space  and  find  its 
way  into  the  upper  box.  A  studding  space,  with  the 
rough  plaster  therein,  is,  of  course,  difficult  to  seal, 
and  in  the  prior  Metalbestos  installations,  it  is 
found  that  a  small  amount  of  air  passes  upwardly 
aroimd  the  barrier  and  into  the  second  box. 

Yours  very  truly, 

DAWSON,  TILTON  &  GRAHAM 
/s/  By   HORACE  DAWSON 

Enes. 

cc  The  Coleman  Company,  Inc. 
Wichita  1,  Kansas 
Attn:  Mr.  Jack  Kice 
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[Title  of  District  Court  and  Cause.] 

TRANSCRIPT  OF  PROCEEDINGS 

Los  Angeles,  January  24,  1955 
***** 

The  Court:  What  do  you  say  to  Mr.  Christie's 
contention  that  this  correspondence  in  evidence  in- 
dicates defendants  promised  to  seal  off  the  lower 
box,  but  did  not  do  it? 

Mr.  Lyon :  I  think  we  have.  And  I  think  all  the 
way  [686]  through— I  don't  think  any  of  these  de- 
vices have  used  the  principle  of  this  device.  It  is 
entirely  the  principle  of  that  1882  patent  and  not 
the  McLeod  or  the  patent  in  suit.  It  is  that  you 
take  the  air  in  here  and  cool  the  device  (in- 
dicating) . 

The  Court:  Upon  what  basis  does  the  defendant 
claim  an  invention  was  taking  in  of  the  air  in  the 
front? 

Mr.  Lyon:  I  do  not  know,  your  Honor.  We 
haven't  got  a  patent.  Many  manufacturers,  as  your 
Honor  knows,  will  file  an  application  to  protect 
himself  from  having  somebody  filing  on  the  same 
thing.  Now,  I  don't  know  what  the  principle  was 
that  they  filed  on  this.  We  didn't  say  we  had  a 
patent.  In  fact,  I  can  state  to  this  court  we  don't. 

The  Court:  I  assume  someone  made  an  affidavit 
with  respect  to  the  patent. 

Mr.  Lyon:  That  he  thought  it  was  an  invention 
at  the  time  he  drew  it.  But  I  can  tell  the  court 
right  here  and  now  that  the  application  was  re- 
jected on  the  Browell  patent,  if  you  are  interested 
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in  that.  I  don't  think  it  is  germane  to  this  case. 

Now,  we  go  to  these 

The  Court:  It  wouldn't  be  decisive,  but  it  might 
be  some  indication  of  the  seriousness  of  the  de- 
fendant's position  on  the  issue  of  novelty. 

Mr.  Lyon:     That  is  right.   [687] 

•X-     *     *     *     * 

[Endorsed]  :    Filed  April  1,  1955. 


[Title  of  District  Court  and  Cause.] 

TRANSCRIPT  OF  PROCEEDINGS 

Los  Angeles,  September  10,  1957 

Before  Theodore  Hocke,  Special  Master. 
***** 

HORACE  DAWSON 

called  as  a  witness  on  behalf  of  the  defendant,  be- 
ing first  sworn,  was  examined  and  testified  as  fol- 
lows: [11] 
***** 

Cross  Examination 

Q.  (By  Mr.  Hoegh) :  Mr.  Dawson,  when  did 
you  first  become  aware  of  the  Holly  patent? 

A.  I  think  it  was  just  shortly  after  the  patent 
issued. 

Q.  Did  you  know  at  that  time  that  a  possible 
charge  of  infringement  would  arise? 

A.     I  think  so. 

Q.     Didn't  the  Coleman  Company  know  that? 

A.     I  should  think  so. 

Q.     That  would  be  the  middle  of  1952,  about? 
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A.  Well,  it  was  shortly — I  think  in  the  record 
there  is  a  cojjty  of  a  letter  of  infringement  notice 
sent. 

Q.  Yes.  Despite  your  advice  to  the  Coleman 
Company  on  these  aspects  of  mode  of  operation  of 
the  Coleman  deYice  the  [17]  District  Court  laid  at 
rest  those  questions,  did  it  not? 

A.  The  court  decided  that  there  was  infringe- 
ment. 

Q.  And  that  was  affirmed  by  the  court  of  ap- 
peals? A.     That  is  correct. 

Q.  And  the  way  in  which  the  court  would  de- 
termine the  infringement  would  be  to  decide  that 
those,  that  the  Coleman  de^dce  functioned  in  the 
manner  taught  by  the  Holly  patent,  isn't  that  true? 

Mr.  Stanbury:  Well,  I  will  object  to  that  as 
calling  for  the  conclusion  as  to  the  way  the  court 
would  decide  that. 

Mr.  Hoegh:  I  assume  Mr.  Dawson  is  here  as  an 
expert  on  what  he  has  given  his  ad^dce  as  an  ex- 
pert on  Avhat  he  considered  to  be  a  matter  for  the 
question  of  infringement  and  validity. 

Mr.  Stanbury:  We  knoAV  the  court  has  declared 
his  advice  Avrong.  That  is  self-evident. 

Perhaps  the  question  conveyed  more  to  my  mind 
than  you  meant. 

Mr.  Hoegh:     I  will  withdraw  it. 

Q.  (By  Mr.  Hoegh)  :  Mr.  Dawson,  you  stated 
you  prepared  the  patent  application  on  behalf  of 
Mr.  Giwosky.  A.     That  is  correct. 
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Q.  What  was  the  primary  reference  cited  by 
the  Patent  Office  against  that  apiolication  ? 

A.  I  don't  remember  the  primary  reference,  bnt 
there  are  five  pjatents  listed  here  as  referencs,  and 
among  them  [18]  is  the  Hollingsworth  patent, 
2,602,441. 

Q.  Do  you  recall  whether  you  had  particular 
difficulty  in  getting  around  the  Hollingsworth 
patent  ? 

A.  I  don't  recall  the  difficulty.  I  know  there  is 
difficulty  in  prosecuting  any  patent  application ; 
that  the  art  is  cited  and  you  have  to  argue  for 
the  features  which  you  regard  as  important  novel 
features.  And  there  the  important  feature  was  that 
instead  of  bringing  the  air  in  from  the  bottom  of 
the  casing  around  the  lower  heater  that  the  aii* 
was  admitted  freely  through  a  vent  in  the  very 
front  of  the  economizer,  so  that  the  room  air  could 
be  utilized  in  cooling  the  top  of  your  heater. 

Q.  Do  you  recall  how  many  office  actions  you 
were  faced  with  in  that  application? 

A.     I  just  don't  remember. 

The  Court:  Was  that  patent  passed  upon  by 
the  District  Judge  in  deciding  this  case? 

Mr.  Hoeg:  No,  it  was  not.  At  that  time  it  was 
merely  an  application  for  patent. 

Special  Master:  It  had  not  been  issued  at  the 
time  of  the  decision? 

Mr.  Hoegh:     That's  right. 

Q.  (By  Mr.  Hoegh)  :  You  have  described  what 
you  consider  to  be  the  differences  in  the  mode  of 
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operation  ])etween  that  shown  in  the — or,  taught  iii 
the  HoUingsworth  patent  and   [19]   that  practiced 
by  the  Coleman  Company. 

Did  you  ever  advise  the  Coleman  Company  to 
completely  shutofc  the  flow  of  air  from  around  the 
lower  box  into  the  economizer? 

A.  It  seemed  to  me  that  the  structure  sho^vn  in 
the  Giwosky  patent  in  effect  closed  oft*  all  the  air, 
because  the  economizer  sho^^m  iii  the  patent  op- 
posite on  the  forward  side  where  it  vents  directly 
to  the  room,  and  I  would  assmne  that  that  cut  off 
the  floAV  of  air  from  the  lower  part  of  the  casing. 

Q.  I  would  like  to  show  you,  Mr.  Dawson,  a 
letter  which  is  reproduced  on  page  514  of  the  rec- 
ord on  appeal  in  this  case  and  ask  you  if  the  state- 
ments that  are  set  forth  in  the  second  paragraph 
of  that  letter  are  similar  to  what  you  just  de- 
scribed about  the  G-iwosky  patent? 

A.  I  think  that  is  correct.  Shall  I  read  the 
paragraph  ? 

Q.     Would  you,  please? 

A.  "In  the  drawing,  you  will  note  that  the  sec- 
ond or  upper  box  10  is  closed  at  its  bottom  and 
that  it  is  open  only  at  its  forward  intake  end  11. 
None  of  the  air  from  about  the  lower  box  is  thus 
able  to  enter  the  upper  box  10.  Instead,  the  air 
that  enters  the  upper  box  10  is  room  air  passing 
through  the  entrance  11  and  extending  upwardly 
about  the  pipe  12  and  outwardly  through  the  dis- 
charge opening  13."  [20] 
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Q.  On  the  following  page  I  believe  a  drawing 
is  reproduced,  Mr.  Dawson. 

A.  Yes.  On  page  516  there  is  a  drawing  repro- 
duced, and  this  seems  to  be  a  drawing  with  the 
steps  shown  in  the  patent. 

Q.  Could  you  correlate  the  numbers,  just  briefly, 
as  to  what  you  have  l^een  talking  about? 

A.  The  luimber  10  is  shown  in  the  patent  as 
No.  22,  and  the  entrance  11,  I  believe,  would  prob- 
ably be  the  part  indicated  by  20  in  the  patent. 

Special  Master:  Now,  you  say  that  was  a  letter, 
Mr.  Hoegh? 

Mr.  Hoegh:  Yes,  a  letter  addressed  to  Mr. 
Chiistie  dated  around  April  of  1953,  I  believe. 
That  is  correct,  is  it  not? 

The  Witness:    June  4,  1953. 

Mr.  Hoegh:  And  the  drawing  which  Mr.  Daw- 
son referred  to  in  the  record  is  a  drawing  which 
accompanied  the  letter. 

Special  Master:  In  trying  to  distingnish  the 
two  devices? 

Mr.  Hoegh:  That,  and  pointing  out  what  the 
Coleman  Company  was  going  to  do  to  avoid  in- 
fringement. 

Special  Master:    To  avoid  infringement. 

Mr.  Hoegh:     Yes. 

Q.  (By  Mr.  Hoegh)  :  Are  you  familiar  with  the 
production  models  of  the  Coleman  Company  in 
these  particular  model  numbers,  [21]  Mr.  Dawson? 

A.  I  don't  believe  that  I  am  very  familiar  with 
those. 
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Q.  Did  yoii  ever  investigate  whether  or  not  the 
statements  you  have  made  there  were  actually  true 
as  to  the  Coleman  Company  devices! 

A.  Well,  I  thought  they  were  true,  that  this 
was  an  accurate  statement  as  to  the  structure. 

Q.  Did  you  observe  any  tests  prior  to  the  time 
that  you  made  those  statements  in  that  letter? 

A.  I  observed  some  tests  that  were  made  prior 
to  taking  some  depositions  iii  Wichita,  and  I  don't 
remember  what  that  date  was.  That  probably  would 
be  a  later  date. 

Q.  Those  were  the  depositions  Mr.  Christie  and 
I  attended? 

A.     Yes.  That  would  be  a  later  date. 

Q.     I  believe  that  was  in  January  of  1954. 

A.     I  see. 

Q.     Would  that  refresh  your  recollection  on  it? 

A.  Yes.  I  don't  believe  that  I  observed  tests 
prior  to  writing  this,  tests  made  on  the  structure. 

Mr.  Hoegh:    No  further  questions.  [22] 
***** 

DEAN  OLDS 

called  as  a  witness  herein  by  and  on  behalf  of  the 
plaintiff,   ha^T.ng   been  first   duly   sworn,   was   ex- 
amined and  testified  as  follows:   [554] 
***** 

Direct  Examination 

Q.     (By  Mr.  Hoegh)  :     Mr.   Olds,  what  is  your 
occupation  ? 
A.     I  am  a  consulting  engineer. 
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Q.  During  the  period  from,  say,  1949,  through 
1952,  what  was  your  position? 

A.  I  was  in  charge  of  major  appliance  design 
of  the  Coleman  Company. 

Q.  Were  you  on  any  of  the  executive  conamit- 
tees  of  the  Coleman  Company? 

A.  I  was  a  member  of  the  board  of  directors, 
executive  committee,  the  Long  Term  Planning  Com- 
mittee, and  the  New  Products  Committee. 

Q.  What  is  the  make-up  or  who  are  the  mem- 
bers of  the  New  Products  Committee? 

A.  Essentially  the  major  executives  of  the  com- 
pany, including  all  the  divisions,  of  course,  and 
other  individuals  were  called  in  as  required. 

Q.  In  the  operations  of  the  Coleman  Company 
what  are  the  functions  of  the  New  Products  Com- 
mittee ? 

A.  To  consider  new  products,  to  authorize  the 
design  department  to  proceed  with  development  of 
those  new  products,  to  consider  the  result  of  the 
design  department  effort,  to  approve  or  disap- 
prove. Included  in  the  process,  of  course,  would  be 
a  consideration  of  potential  market,  cost  of  tools, 
[556]   capital  equipment,  et  cetera. 

Q.  When  you  say  the  committee  included  heads 
of  the  major  departments  in  the  company,  would 
that  include  the  sales  department? 

A.  Yes.  At  that  time  Carl  Burrows,  "vdce  presi- 
dent of  sales,  often  accompanied  by  Lou  Marks, 
promotional  sales  manager,  and  Whelan  Richards, 
Avho  was  Mr.  Burrows'  assistant. 
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Q.  Would  someone  have  been  there  from  the 
production  department  ? 

A.  Clarence  Coleman,  ^dce  president  of  pro- 
duction, represented  production,  and  brought  with 
him  others  at  times. 

Q.  Was  there  an  established  chairman  of  the 
connnittee  ? 

A.  Chairman  of  the  committee  normal!  v  was 
Sheldon  Coleman,  president  of  the  company. 

Q.  Was  Sheldon  Coleman  a  member  of  the  com- 
mittee ? 

A,     Well,  I  would  say  so,  yes,  sir. 

Q.  In  general,  where  did  ideas  for  new  y)ro- 
ducts  come  from,  Mr.  Olds? 

A.  I  would  say  most  frequently  from  tlie  sales 
department.  Normally,  that  would  not  come  in  the 
form,  perhaps,  of  a  ucay  idea,  but  rather  of  a  de- 
mand and  need  that  they  had  encountered  in  the 
field.  I  think  that  would  be  the  normal  source  of 
ideas  that  came  to  this  committee.  [557] 

Q.  Do  you  recall  when  the  Coleman  Company 
first  began  to  consider  a  wall  heater  with  a  second- 
ary heat  exchanger? 

A.  My  recollection  is  that  that  would  be  in  the 
fore  pai-t  of  '51.  And  by  referring  to  the  mimites 
I  filnd  that  on  Saturday,  April  29th,  Clarence  Cole- 
man, who,  as  I  recall  it,  had  just  returned  from  a 
trip  to  the  West  Coast,  discussed  the  need  for  a 
single  stud  space  35,000  BTU  input  furnace. 

If  I  may,  for  just  a  moment,  I  would  like  to  call 
attention  to  some  of  the  problems  that  then  ex- 
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isted.  We  had  not  been  outstandingly  successful  in 
competing  in  this  market  because  we  found  that  the 
West  Coast  manufacture  was  much  more  flexible 
than  we  were.  We  foimd  ourselves  in  a  similar 
position  as  reported  by  Clarence  Coleman  at  that 
time.  A  new  unit  had  come  on  the  market;  one  of 
our  competitors  had  produced  a  single  stud  space 
35,000  BTU  imit.  The  significance  of  the  35,000 
BTU  was  this:  Housing  trends  had  changed  again 
on  the  Coast.  At  that  particular  time  a  3-bedroom 
house  seemed  to  be  the  most  popular  thing  with 
the  builders,  and  it  happened — or,  not  haj)pened, 
but  one  of  the  essentials  in  heating  a  house  of  that 
kind  was  approximately  a  25,000  BTU  imit  for  the 
bedroom  area;  a  35,000  for  dining  room  and  so 
forth.  So  the  new  house  building  market  at  that 
particular  time,  he  warned  us,  was  going  very 
strongly  to  this  2-wall  imit  type  of  heating  re- 
quirement; and  the  35,000  stud  and  a  half  space 
unit  which  we  then  had  w^as  not  [558]  acceptable 
because  of  excessive  installation  costs. 

That  was  the  nature  of  his  report  at  that  time. 

Q.     That  Vv-as  Clarence  Coleman's  report? 

A.     Clarence  Coleman. 

Q.     Following  a  meeting  he  had  out  here? 

A.  He  had  had  a  meeting  with  the  West  Coast 
group,  yes,  sir. 

Q.  Do  3^ou  recall  that  Larry  Carney,  Jr.,  w^as  in 
the  sales  department  here  in  Los  Angeles  at  that 
time? 

A.     I  think  Larry  Carney,  Jr.  was  assistant  to 
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the  then  l^ranch  manager,  a  chap  named  Stevens. 

Q.  Did  you  at  any  time  receive  reports  directly 
from  Mr.  Carney  as  to  the  need  for  a  35,000  BTU 
unit?  K.     Quite  frequently,  yes,  sir. 

Q.  Referring  again  to  the  minutes  dated  April 
29,  1951,  Mr.  Olds,  were  any  instructions  given  by 
the  jSTew  Products  Committee  to  the  Design  De- 
partment ? 

A.  Yes ;  which  could  be  summed  up  in  the  state- 
ment that  we  must  have  something  that  would  be 
strictly  competitive  with  the  Holly  imit,  which 
would  consist — if  I  may  enumerate  some  of  those 
points — of  a  single  stud  space  35,000  BTU  unit. 
We  at  that  time  knew  of  no  way  of  producing  such 
a  imit  without  a  heat  exchanger,  so  that,  in  turn, 
led  to  the  necessity  of  some  type  of  heat  exchanger. 

Q.  What  happened  after  the  Design  Depart- 
ment had  been  [559]  given  the  go  ahead  on  that? 

A.  We  started  work  immediately  on  that  de- 
velopment, and  in  the  process  conceived  the  idea 
that  if  we  placed  a  register  inunediately  above  the 
wall  heater  unit  itself  for  the  inlet  of  room  air  and 
then  exhausted  at  a  point  near  the  ceiling  level  Ave 
Avould  have  a  better  chance,  both  of  cooling  the  flue 
and  obtaining  more  circulation. 

We  produced  such  a  unit,  ran  jDreliminary  tests 
on  it,  enough  to  satisfy  ourselves  that  it  worked 
satisfactorily,  and  submitted  that  back  to  the  New 
Products  Committee. 

Q.  Do  you  recall,  from  reading  the  minutes, 
whether  that  was  done  at  any  of  these  meetings 
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that  are  shown  there?  A.     I  beg  your  XDardon. 

Q.  Do  you  recall,  from  looking  at  those  min- 
utes, whether  that  may  have  been  the  subject  of 
one  of  the  meetings? 

A.  I  do  not  find  any  reference  to  that  particu- 
lar meeting,  no,  sir. 

Q.  Looking  to  the  minutes  there  for  July  12th 
there,  Mr.  Olds,  could  you  describe  what  happened 
at  that  particular  meeting  with  respect  to  the  de- 
sign you  had  come  up  with? 

A.  Well,  by  this  time  the  proposal  which  I  just 
mentioned  had  been  made  by  the  Design  Depart- 
ment was  no  longer  the  subject  of  consideration. 

Q.  At  some  intermediate  meeting  had  this  de- 
sign been  discussed  in  the  New  Products  Commit- 
tee? [560] 

A.     Yes,  sir,  and  was  rejected  by  that  group. 

Q.  Do  you  recall  what  member  of  the  Coinmit- 
tee  was  primarily  the  one  who  caused  that  to  be 
rejected? 

A.     No.  I  think  it  was  Committee  action. 

Q.  Was  any  particular  Committee  member  pri- 
marily interested  in  seeing  that  that  design  was 
not  followed?  Any  representative  from  the  sales 
department,  for  example? 

A.  I  was  instructed  by  the  chairman  not  to  con- 
tinue that  development.  The  sales  department  ex- 
pressed the  opinion  that  the  unit  that  we  proposed 
would  not  be  competitive  to  our  competition.  Holly, 
at  that  time.  They  offered  us  reasons;  the  fact  that 
more  plastering  work  would  be  required; — in  other 
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words,  they  exx)ressed  a  strong  preference  for  our 

competitive  unit-type  of  design. 

Q.  At  the  meeting  on  July  12th,  can  you  gather 
from  the  minutes  there  the  importance  of  this  proj- 
ect to  the  Coleman  Company? 

A.  Very  much  so.  Again,  the  situation  was  the 
question  of  iDriority  of  design  effort,  particularly, 
between  two  products  which  we  felt  desirable  for 
this  market;  the  one  which  we  have  been  discuss- 
ing, the  wall  heater  with  extended  heat  exchanger; 
and  the  other,  a  shallow  low-cost  master  furnace 
which  had  top  priority  up  to  this  point.  It  was 
more  or  less  explained  in  these  notes — it  was  de- 
cided, and  particularly  Sheldon  Coleman,  who  made 
a  study  of  the  subject,  [561]  suggested  to  the  Com- 
mittee that  top  priority  be  given  to  the  wall  heater 
line  at  that  time.  In  other  words,  this  is  the  point  at 
w^hich  we  were  given  not  only  a  go  ahead,  but  quite 
a  push. 

Q.  Did  the  New  Products  Committee  know  at 
that  time  that  the  Holly  Manufacturing  Company 
had  applied  for  a  patent  on  its  wall  heater? 

A.  Yes,  I  believe  so.  At  a  pre'^dous  meeting — 
that  is  the  meeting  which  I  referred  to  when  the 
2-register  structure  was  submitted — the  Design  De- 
partment, after  the  decision  to  abandon  that  struc- 
ture, which  we  in  the  Design  Department  felt  would 
not  infrmge  a  possible  Holly  patent.  Our  reasons 
were  that  we  had  made  a  search  of  heat  exchangers 
in  general.  We  felt  that  a  heat  exchanger  of  that 
type  was  obviously  old. 
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At  that  meeting  I  recall  making  a  remark,  "Well, 
what  happens  if  we  go  ahead  on  this  structure 
which  is  so  close  to  Holly  and  Holly  does  obtain  a 
patent  on  that  particular  structure?" 

Q.  Was  discussion  of  the  group  directed  to  that 
problem  ? 

A.     Very  definitely,  by  my  remarks,  yes,  sir. 

Q.     What  was  the  decision? 

A.  The  decision  was  made  the  same.  The  chair- 
man of  the  Committee  not  only  instructed  me  to 
go  ahead,  but  when  I  [62]  asked  what  situation  we 
might  be  in  in  the  event  of  an  issuance  of  the  pat- 
ent to  Holly,  he  told  me  that  he  would  take  care 
of  that  matter  when  it  came  up. 

Q.     This  was  Mr.  Sheldon  Coleman? 

A.  Sheldon  Coleman,  chairman  of  the  Commit- 
tee, yes. 

Q.  Going  on  to  the  minutes  again,  Mr.  Olds,  on 
November  21st,  would  you  state  what  had  happened 
in  the  Coleman  Company's  development  program  by 
that  time?  A.     November  21st? 

Q.    Yes. 

A.  By  this  time  the  design  had  been  finalized 
in  so  far  as  the  Design  Department  was  concerned. 
We  were  ready  to  release  from  design.  The  model 
was  sul^mitted  to  the  New  Products  Committee  and, 
as  noted  here,  was  received  by  them  and  was  ap- 
proved by  them. 

Q.  What  did  that  device  look  like?  How  did  it 
function  and  what  were  its  parts? 

A.     To  the  best  of  my  memory  it  would  be  a 
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de^T-ce  very  similar  to  the  drawing  shown  here. 

Q.     Like  the  Holly  one?  A.     Yes. 

Q.  By  "the  drawing  shown  here,"  you  are  refer- 
ring to  a  chart  on  the  blackboard  there,  is  that  cor- 
rect? 

A.     Yes.  That  is  a  Coleman  unit,  is  it  not? 

Q.    Yes.  [563]  A.     It  looks  so  to  me. 

Q.  Was  the  Coleman  unit  submitted  to  the 
American  Glas  Association  for  approval  at  that 
time  ? 

A.  Yes,  sir.  Immediately  following  that  meeting 
on  approval,  our  normal  practice  would  be  to  sub- 
mit to  AGrA  for  test  and  approval.  Normally  we 
allowed  a  60  to  90-day  period  before  we  started 
tools.  My  recollection  in  this  case  is  that  we  started 
some  tools  at  about  the  time  of  submittal  to  AGrA; 
our  reason  again  being  that  we  definitely  wanted 
to  produce  before  the  heating  season  of  '52.  [564] 

Q.  Can  you  ascertain  from  the  minutes  subse- 
quent to  that  date  whether  or  not  you  went  into 
production  on  any  of  the  components  for  these 
heaters  ? 

A.  My  recollection  is — if  you  will  pardon  me,  I 
will  look  at  the  minutes  here  a  minute — there  is 
mention  of  the  subject. 

T  might  comment  that  in  some  of  these  subse- 
quent meetings  between  these  two  periods  there  are 
established  target  dates  for  production  of  the  vari- 
ous units  in  this  line. 

Q.     Directing  your  attention  to  the  meeting 

A.     I  beg  your  pardon? 
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Q.  I  was  going  to  direct  your  attention  to  the 
meeting  of  March  1952. 

A.     March  5,  1952.  Now  your  question,  sir? 

Q.  Whether  there  was  anything  in  that  which 
would  show  that  you  were  building  up  components 
to  go  into  these  wall  heaters. 

A.  Yes,  I  would  say  there  is.  It  is  more  the 
nature  of  the  wording  of  this  particular  report  that 
supports  that.  Lyn  Hibbs,  as  I  recall  it,  was  assist- 
ant to  Clarence  Coleman,  in  other  words,  assistant 
to  vice  president  of  production,  you  will  note  that 
he  is  recommending  at  this  time  that  schedules  be 
correlated  so  that  the  heat  exchange,  lower  heat 
exchange  units  of  the  economizer  model  be  produced 
jointly  with  the  economizer.  In  fact,  he  goes  fur- 
ther and  recommends  [565]  that  a  bank  of  econo- 
mizers be  built  in  advance. 

Q.  Would  that  have  included  a  bank  of  combus- 
tion chambers  as  well? 

A.  That's  right.  That  is  the  A-19.  I  beg  your 
pardon.  Did  I  refer  to  the  economizers  there? 

Q.     Yes,  you  did. 

A.  It  was  my  intention  to  say  the  combustion 
chamber  proper,  which  was  the  A-19. 

Q.  Was  there  anything  in  that  meeting  relating 
to  the  economizer  itself? 

A.  Yes,  sir.  68  310  economizer,  the  group  was 
advised  that  this  item  was  required  for  Model 
67  and  68  gas  wall  heaters  with  A-19  ceramic  coated 
combustion  chamber,  and  therefore  should  be  pro- 
duced at  the  same  time  we  are  producing  67's  and 
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68's.  Production  date  of  August  11,  1952,  was  ap- 
proved for  this  item. 

At  this  time  of  course  we  are  definitely  in  the 
tool-up  stage,  have  to  be. 

Q.  During  this  time  the  Coleman  unit  was  at 
the  American  Gras  Association,  is  that  correct,  Mr. 
Olds? 

A.  Yes,  sir,  the  unit  was  on  test  approximately 
one  year  at  the  American  Gas  Association. 

Q.  When  the  Coleman  Company  did  obtain  ap- 
proval of  its  wall  heaters,  these  models  64,  67,  68 
and  69,  were  those  approved  as  a  unit?  [566] 

A.  Yes.  I  think  you  refer  now  to  whether  or 
not  the  heat  exchanger  was  a  separate  portion  of 
the  unit? 

Q.    Yes. 

A.  No;  they  were  approved  as  a  combination 
unit. 

Q.     By  the  American  Gas  Association? 

A.  That's  right.  They  had  to  be  assembled  to- 
gether at  the  dwelling.  Must  be  used  together. 

Q.  During  any  of  this  time,  or  shortly  after  this 
time  when  you  got  approval  on  your  unit,  Mr.  Olds, 
did  you  talk  to  Mr.  Jolmson  from  the  Holly  Manu- 
facturing Company? 

A.  Yes,  sir,  I  received  a  copy  of  the  Holly  pat- 
ent from  Mr.  Johnson  in  August  of  '52.  I  came  to 
the  Coast  in  the  forepart  of  Septem])er  to  discuss 
the  possibility  of  obtaining  a  license  from  Holly. 

Q.  And  you  talked  to  Mr.  Johnson  about  that 
specific  subject? 
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A.     I  talked  to  Mr.  Johnson  on  that,  yes,  sir. 

Q.  What  was  the  purpose  of  your  meetings,  spe- 
cificall}^'?  A.     To  try  to  obtain  a  license. 

Q.  Were  you  making  inquiry  of  a  license,  as  to 
the  possibility  of  a  license? 

A.  Yes,  and  perhaps  stronger;  if  I  could  carry 
through  the  negotiation,  I  was  authorized  to  do  so. 

Q.  What  was  the  result  of  that  meeting,  Mr. 
Olds? 

A.  Indefinite.  Mr.  Johnson  told  me  that  he  had 
not  [567]  given  the  matter  consideration,  full  con- 
sideration, at  that  time.  He  neither  rejected  the 
possibility  of  obtaining  a  license,  nor  did  he  tell  me 
that  he  thought  it  would  be  possible  or  likely. 

Q.  Do  you  recall  about  when  the  American  Gas 
Association  did  approve  these  four  models,  Mr. 
Olds? 

A.  I  again  have  tried  to  check  notes  on  that 
subject.  From  the  records  of  the  American  Gas 
Association  I  am  told  that  it  was  prior  to  Septem- 
ber 20,  1952.  I  gather  from  the  earlier  conversation 
that  subject  has  not  been  definitely  settled. 

Q.  ]Mr.  Olds,  I  believe  you  stated  you  were  on 
tlie  executive  committee  of  the  Coleman  Com- 
pany   A.     That  is  correct. 

Q-     during  this  period  we  are  discussing? 

A.     I  am  sorry? 

Q.     During  the  period  we  are  discussing  here? 

A.     That  is  correct. 

Q.     1950, '51  and '52?  A.    Yes,  sir. 

Q.     What  is  the  function  of  that  board? 
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A.     To  act  for  the  board  of  directors  between 

meetings  of  the  directors.  [568] 
*  *  *  *  * 

Mr.  Hoegh:    Mr.  Johnson,  please. 

J.  STANLEY  JOHNSON 
called  as  a  witness  by  the  plaintiff,  being  first  duly 
sworn,  was  examined  and  testified  as  follows: 

Special  Master:  Will  you  state  your  name  and 
address,  please? 

The  Witness:  J.  Stanley  Johnson,  2062  Pine- 
crest  Drive,  Altadena,  California. 

Direct  Examination 

Q.  (By  Mr.  Hoegh)  :  Mr.  Jolmson,  what  is  your 
present  occupation? 

A.  My  present  occupation  is  a  vice  president  of 
the  Siegler  Corporation. 

Q.     How  long  have  you  had  that  position? 

A.  I  have  had  that  position  since  Holly  was 
merged  into  Siegler  in  November  of  1955. 

Q.  How  long  had  you  been  associated  with  Holly 
Manufacturing  Company  prior  to  that  time? 

A.     Well,  I  founded  Holly  Manufacturing  Com- 
pany in  1938.  [722] 
***** 

Q.  (By  Mr.  Hoegh) :  Mr.  Johnson,  after  the 
patent  was  issued  did  you  ever  discuss  with  repre- 
sentatives from  the  Coleman  Company  whether  you 
would  grant  them  a  license  under  the  patent? 

A.     I  did. 
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Q.  Which  representative  of  the  Coleman  Com- 
pany was  that?  A.     Mr.  Deans  Olds. 

Q.  And  this  was  a  meeting  that  took  place  in 
September  of,  roughly,  1952  *?  [782] 

A.     That's  correct. 

Q.  Did  yon  tell  Mr.  Olds  whether  or  not  you 
would  grant  a  patent,  or  a  license  under  this  pat- 
ent? A.  I  told  him  that  we  would  not.  [783] 
***** 

Redirect  Examination  ***** 

Q.  (By  Mr.  Hoegh)  :  Mr.  Johnson,  did  the  Holly 
company  ever  consider  the  possibility  of  cutting  off 
any  air  flow  from  the  space  around  the  lower  box 
into  the  economizer  or  secondary  heat  exchanger? 

A.     We  considered  that  and  the  possible  result. 

Q.     Did  you  think  it  Vv^as  possible  to  do  that? 

A.     We   didn't  think  we   could  do   it   and  meet 

A.G.A.  tests?  [843] 
***** 

WALTER  M.  BERRY 

called  as  a  witness  by  the  defendant,  being  first 
sworn,  was  examined  and  testified  as  follows: 

Special  Master:  Will  you  give  me  your  name 
and  address,  please? 

The  Witness:  Walter  M.  Berry,  B-e-r-r-y;  2160 
Lennington  Avenue,  West  Los  Angeles.  [859] 

Direct  Examination 
Q.     (By  Mr.  Stanbury) :  Mr.  Berry,  what  is  your 
occupation,  sir? 

A.     I  am  a  consulting  gas  engineer. 
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Q.  Will  you  give  us  an  accoimt  of  your  aca- 
demic and  professional  backgromid.  Just  take  the 
time  and  give  us  a  brief  autobiography  of  those 
matters,  please. 

A.  I  graduated  from  the  University  of  Oregon, 
havmg  majored  in  chemistry  and  engmeering.  Im- 
mediately after  graduation  I  went  ^vith  the  Port- 
land Gas  &  Coke  Company  m  Portland,  Oregon,  as 
an  engineer  and  chemist.  I  "was  with  them  for  eight 
years. 

Following  that,  I  went  to  the  United  States  Bu- 
reau of  Standards  in  Washington,  D.  C.  as  a  gas 
engineer.  Wlien  I  left  there  seven  years  later  I  was 
chief  of  the  section  m  gas  engmeermg. 

I  left  the  Bureau  to  come  to  California  as  execu- 
tive engineer  for  an  organization  called  the  Cali- 
fornia Gas  Research  Council,  an  organization  spon- 
sored by  the  California  State  Railroad  Conmiission 
and  supported  by  all  the  California  gas  companies. 

After  three  and  a  half  years  ^^^th  them,  I  went 
into  consulting  work  and,  with  the  exception  of 
three  years  when  I  was  in  the  procurement  section 
of  the  Air  Force,  I  have  been  doing  considting  work 
in  almost  every  branch  of  the  [860]  gas  business. 
However,  in  recent  years  most  of  my  work  has 
been  in  the  design  and  testmg  of  gas  appliances. 
And  I  represent  local  and  out-of-state  manufac- 
turers who  send  their  appliances  to  the  American 
Gas  Association  laboratory  for  approval  tests. 

Q.     Have  yow  done  any  writing  on  your  subject? 

A.    Yes.  I  am  the  principal  author  of  a  number 


The  Siegler  Corporation  181 

(Testimony  of  Walter  M.  Berry.) 

of  Bureau  of  Standards  publications,  and  I  wrote 

extensively  for  gas  journals  a  number  of  years  ago. 

Q.  And  on  behalf  of  the  Coleman  Company  have 
you  made  some  efficiency  tests  of  a  Coleman  wall 
heater  Type  Model  67  ?  A.     I  have. 

Q.     When  did  you  make  these  tests,  sir? 

A.  The  first  series  of  tests  was  made  at  a  pri- 
vate laboratory  on  May  1st  and  2nd. 

Q.     This  year? 

A.  This  year.  The  second  series  was  made  at 
the  Coleman  plant  here  in  this  city  on  September 
3rd  and  4th.  And  a  later  series  of  tests  was  made 
on  September  15th  and  16th. 

Q.  All  right.  Now,  what  standard  did  you  use 
to  test  the  efficiency  of  the  heater? 

A.  We  had  the  appliance  set  up  in  a  test  board 
exactly  the  same  as  the  test  board  used  by  the 
American  Gas  Association  laboratory,  with  the 
probable  exception  that  we  did  not  have  thermocou- 
ples in  the  back  of  the  economizer  section.  [861] 

Q.  All  right.  What  standard  of  efficiency  did  you 
apply  ? 

A.  We  used  the  method  used  by  the  laboratory 
by  adjusting  the  gas  appliance  to  its  normal  rating 
as  close  as  possible,  using  wet  meter  for  measuring 
the  gas,  and  otherwise  trying  to  maintain  imiform 
conditions  throughout  the  series  of  tests.  We  meas- 
ured the  gas,  of  course,  and  determined  the  heat 
loss  15  minutes  after  starting  the  heater;  and  we 
determined  the  carbon  dioxide  in  the  products  of 
combustion  taken  at  a  point  six  inches  below  the 
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top  of  a  four-inch  flue,  insulated  flue  I  might  say, 
and  measuring  the  temperature  at  the  same  time. 
From  tables  supplied  by  the  laboratory,  we  deter- 
mined from  those  two  values  the  percentages  of 
heat  loss  in  the  products  of  combustion  and  the 
difference  in  the  amomit  of  heat  supplied  to  the 
appliance;  and  the  heat  loss  in  the  products  of 
combustion  is  considered  the  efficiency  of  the  ap- 
pliance. 

Q.  In  your  answer  you  referred  to  "the  labora- 
tory" twice.  What  laboratory  do  you  mean? 

A.  The  American  G-as  Association  testing  lab- 
oratory. 

Q.  Is  this  formula  as  you  have  described  having 
used  here  the  AGA  formula  for  testing  efficiency? 

A.     It  is. 

Q.  Now,  did  you  make  efficiency  tests  on  this 
heater  m  its  normal  operating  condition?  [862] 

A.     We  did. 

Q.  For  comparative  purposes,  did  you  make  ef- 
ficiency tests  of  this  heater  with  the  air  in  the  wall 
spaces  around  the  lower  box  sealed  offi  so  that  none 
could  get  into  the  economizer?  A.     We  did. 

Q.  Did  you  make  tests  of  the  heater  efficiency 
with  and  without  an  appliance  called  a  chute  in  it? 

A.     I  did. 

Q.  This  makes  four  tests,  four  kinds  of  tests  all 
together,  does  it  not?  With  and  without  the  chute, 
back  wall  air  sealed  off  and  not  sealed  off? 

A.     That's  right. 

Q.     All  right.  Now,  when  you  made  the  first  se- 
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ries  of  tests  on  May  1st  and  2nd  of  1957,  did  you 

at  that  time  test  with  the  chute? 

A.     We  did  not. 

Q.     Only  without  the   chute? 

A.     That's  right. 

Mr.  Stanbury:  May  I  use  the  blackboard  here, 
your  Honor. 

Special  Master:    Yes. 

Mr.  Hoegh:  Just  a  moment.  While  you  are  get- 
ting into  that — I  know  what  is  developing  here  and 
I  think  that  the  plaintiff — well,  I  know  the  plain- 
tiff doesn't  think  this  [863]  line  of  inquiry  is  proper 
in  this  proceeding.  These  are  matters  which  I  un- 
derstand Mr.  Berry  will  testify  to  relating  to  the 
efficiency  of  these  heaters  with  these  various  modi- 
fications. And  during  the  contempt  hearing  the  find- 
ing of  the  trial  court  there  was  that: 

"Prior  to  the  addition  of  the  chute  the  defend- 
ant's wall  heaters " 

These  are  the  infringing  models 

"such  wall  heaters  were  constructed  so  that  the 
so-called  economizer  was  adapted  to  receive  air 
flowing  upward  outside  the  lower  box  and  inside 
the  wall  as  taught  and  claimed  by  the  patent  in 
suit.  When  such  wall  heaters  were  installed  and 
placed  in  operation  a  substantial  quantity  of  air 
entered  the  economizer  of  such  wall  heaters  from 
around  the  back  and  sides  of  the  lower  box.  The 
quantity  of  air  entering  the  economizer  from 
aroimd  the  back  and  sides  of  the  lower  box  of 
defendant's   wall   heaters   previously   found   to   in- 
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fringe  was  of  sufficient  quantitv  to  a:ffect  materially 

the  efficiency  and  operation  of  such  wall  heaters." 

I  don't  think  that  any  information  that  Mr.  Berry 
might  testify  to  as  to  what  the  situation  was  as  to 
those  wall  heaters  has  any  place  in  this  proceeding. 
Those  are  matters  which  have  l^een  thoroughly  gone 
into  by  the  trial  court  and  [864]  resulting  in  that 
particular  finding. 

Mr.  Stanbury:  Your  Honor,  the  question  of  the 
contribution  of  this  infringing  air  to  this  heater 
has  never  been  tried  anywhere.  If  I  am  wrong  in 
that  comisel  need  only  show  us  some  finding.  It's 
never  been  tried. 

The  testmiony  was  given  here  that  this  heater 
could  not  he  made  to  fmiction  without  the  infring- 
ing air,  and  we  are  imdertaking  to  prove  just  the 
opposite.  And  one  of  the  elements  in  determining 
T^iiat  a  reasonable  royalty  is  is  ceii:ainly  the  value 
of  the  contril:)ution  of  the  infringement  to  the  in- 
vention. 

So,  I  submit  that  the  record  would  have  a  vac- 
uum in  it  if  we  were  not  allowed  to  show  what  ef- 
fect this  had.  I  repeat,  it  has  never  been  tried.  It's 
never  been  material. 

We  have,  furthermore,  this  extraordinary  situa- 
tion that  is  a  matter  of  record  in  this  case.  The 
figures  originally  used — and  I  indict  both  sides  in 
saying  it,  and  I  hasten  to  say  I  have  no  credit 
coming  to  me  as  change  of  counsel,  as  the  facts 
came  out,  because  the  error  was  on  the  part  of 
the  technical  advisers  and  not  the  lawyers — but  the 
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original  decision  Avas  based  upon  data  which  is  now 
knoAvn  to  be  sadly  erroneous,  and,  according  to  un- 
disputed testimony — if  there  is  any  contradiction 
the  plaintiff  can  introduce  it,  but  up  to  now  it 
hasn't  been  introduced  at  all — it  was  on  data  that 
was  mistaken  because  the  inside  source  of  non- 
infringing [865]  air  was  overlooked  by  both  sides, 
and  the  formula  used  by  Mr.  Landsberg  included 
non-infringing  air  with  the  infringing  air.  And 
w^hile  on  the  contempt  hearing  no  expressed  find- 
ing was  made  on  this  subject,  the  judge's  comments 
show  that  he  realized — and  one  can  read  the  argu- 
ments and  see — ^not  only  was  there  no  evidence  to 
the  contrary,  but  not  even  any  argument  made  to 
the  contrary.  So  that  we  are  now  concerned,  I  re- 
spectfully submit,  with  this  issue,  if  no  other:  Is 
it  true  that  we  needed  the  infringing  air  to  make 
this  heater  function?  If  we  did,  it  is  a  very  differ- 
ent situation  than  if — well,  it  is  like,  something 
like  water  leaking  into  a  boat  that  you  don't  want 
and  can't  use.  And  I  don't  know  how  your  Honor 
or  anybody  else  can  fix  a  reasonable  royalty  in  this 
case  without  knowing  that,  among  other  things, 
whether  it's  any  good  to  use  or  not. 

Mr.  Hoegh:  Your  Honor,  I  am  sure  it  is  not 
the  function  of  this  proceeding  to  concern  itself 
with  error  as  it  may  have  been  made  in  the  trial 
of  this  case  by  the  defendant.  The  plaintiff  sub- 
mits no  such  errors  were  made,  because  of  the  man- 
ner in  which  these  heaters  were  constructed,  and 
that  the  defendant  put  on  the  best  case  possible. 
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And  in  spite  of  that  the  trial  court  found  that  with 
the  devices  manufactured  by  the  defendant  the 
defendant  knew  about  this  patent  and  it  still  de- 
cided to  go  ahead  and  willfully  infringe.  Matters 
of  efficiency  were  presented  to  the  trial  court  to 
enable  it  [866]  to  ascertain  the  manner  in  which 
the  wall  heaters  manufactured  by  the  defendant 
functioned,  and  despite  that  testimony  the  trial 
court  held  that  those  heaters  were  adapted  to  func- 
tion in  the  same  way  as  taught  by  Hollingsworth. 
So  that  those  matters  have  been  thoroughly  gone 
into  in  the  trial  court  as  to  these  particular  prob- 
lems. We  don't  have  any  question  about  them  now. 
Those  questions  are  laid  at  rest. 

Mr.  Stanbury:  Your  Honor  may  be  imder  the 
impression  that  the  Landsberg  testimony,  about 
which  Mr.  Landsberg  honestly  retracted,  saying  if 
there  was  this  inside  passage — and  that's  an  indis- 
putable matter,  it  has  not  been  disputed,  and  can't 
be  disputed — his  data  meant  nothing.  But  your 
Honor  may  be  under  the  impression  that  his  test 
had  to  do  with  efficiency.  It  didn't  at  all.  When 
Mr.  Hoegh  says  the  question  of  efficiency  has  been 
gone  into  here,  it  has  never  been  gone  into  in  any 
way  directly  or  indirectly  in  the  entire  proceeding. 
Mr.  Landsberg's  testimony  was  solely  concerned 
with  what  percentage  of  infringing  air  got  into 
that  economizer. 

And  there  have  been  general  statements  that  you 
have  got  to  have  it  to  have  an  efficient  heater; 
general  statements,  such  as  by  Mr.  Johnson,  that 
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you  can't  make  the  heater  without  this  infringing 
air,  or  words  to  that  effect.  But  there  has  been  no 
trial  of  that  issue. 

I  will  go  a  step  further.  Let  us  assume  that  Mr. 
Landsberg's  original  data  was  correct — which  is  an 
absurd  assumption;  it  is  grossly  in  error,  just  way 
off — but  let  [867-868]  us  assume  that  it  was  cor- 
rect and  that  instead  of  three  per  cent  20  per  cent 
of  air  in  the  economizer  was  infringing  air.  Your 
Honor  has  nothing  in  the  record  to  guide  him  at 
all  to  decide  whether  that  contributed  to  the  effi- 
ciency or  the  cooling  of  the  walls  of  this  heater,  or 
how  much;  and  I  repeat  that  if  it  appeared  that 
whether  that  is  20  per  cent  or  three  per  cent,  if 
we  can't  use  the  heater  without  the  infringing  air, 
it  w^ouldn't  function,  that  is  one  thing,  and  if  it 
makes  no  difference  whether  it  be  20  or  three  per 
cent  in  the  function  of  the  heater,  that  is  another 
thing.  And  I  certainly  don't  understand  how  your 
Honor  is  going  to  decide  a  reasonable  royalty  in 
this  case  without  knowing  this.  In  fact,  it's  one  of 
the  major  points,  we  submit,  not  only  material  but 
one  of  the  major  points  on  that  issue. 

Mr.  Hoegh:  Your  Honor,  this  thing  of  saying 
there  is  nothing  in  the  record  on  that  point,  I  think, 
goes  right  in  the  face  of  the  finding  that  I  just 
read  to  the  court.  The  court  did  consider  this  very 
matter  of  whether  or  not  this  particular  heater 
functioned  in  the  w^ay  that  the  patented  heater 
functioned,  and  it  made  findings  to  that  effect  and 
made  findings  that  that  air  affects  materially  the 
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efficiency  and  operation  of  such  wall  heaters.  [869] 

Also  at  page  344  of  the  record  I  wasn't  referring 
to  Mr.  Lands]}erg's  testimony,  I  was  referring  to 
the  defendant's  testimony,  about  the  efficiency  of 
these  heaters  with  the  air  space  blocked  off,  and 
with  it  oxDen,  and  all  this  same  sort  of  thing  that 
is  now  beuig  proposed.  Mr.  Kice  testified  about  it, 
Mr.  Petroff  testified  about  it.  There  are  several  ex- 
hibits in  the  record  which  show  the  basis  of  these 
tests,  and  I  think  that  the  matter  was  thoroughly 
explored  by  the  trial  court,  and  the  trial  court  de- 
spite that  voluminous  evidence  by  the  defendant 
decided  that  that  was  erroneous. 

As  Judge  Bone  pointed  out,  the  matter  was  the 
subject  of  considerable  dispute  and  the  trial  court 
did  not  choose  to  follow  the  testunony  presented 
by  the  defendants. 

Special  Master:  As  I  imderstand  it,  Mr.  Stan- 
bury,  one  of  the  elements  in  ascertaining  the  dam- 
ages which  may  be  the  reasonable  royalty,  one  of 
the  things  that  has  to  be  considered  is  the  contri- 
l)ution  of  the  infringement  to  the  amount  of  dam- 
ages? 

Mr.  Stanbury:  Yes,  sir.  The  extent  of  use,  in 
other  words. 

Special  Master:  Of  course,  this  evidence  to  which 
Mr.  Hoegh  refers  was  never  introduced  for  that 
purpose. 

]^»Ir.  Stanbury:  It  wasn't  even  introduced  at  all. 
But  if  it  was,  that  wasn't  even  material. 
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Special  Master:  It  went  to  the  question  of  in- 
fringement? [870] 

Mr.  Stanbury:  That  is  correct.  Such  as  there 
was  as  to  percentages  went  to  the  question  of  in- 
fringement and  principle  of  operation.  The  degree 
of  contribution,  the  extent  of  use,  has  never  been 
material  in  this  case  up  to  the  time  of  now  fixing 
damages. 

Special  Master:  The  objection  will  be  overruled. 
I  think  it  should  be  in  the  record,  in  any  event,  so 
let's  go  ahead  and  put  it  in  the  record,  and  then 
you  can  tie  it  in  in  your  arguments  as  to  how  much 
weight  should  be  given  to  that  evidence  in  deter- 
mining the  damages. 

Mr.  Hoegh :  Your  Honor,  Judge  Swain  once  cau- 
tioned me  about  arguing  after  he  ruled,  but  I  would 
like  your  indulgence  in  just  one  sentence:  "A  care- 
ful consideration  of  the  entire  record"  —  reading 
from  Judge  Bone's  opinion — "convinces  us  that  all 
of  the  essential  parts  and  elements  of  appellee's 
device  have  been,  with  immaterial  variances,  faith- 
fully copied  hy  appellant  in  constructing  its  various 
models  here  claimed  to  infringe  appellee's  patent." 

Special  Master :  I  am  not  questioning  that  as  far 
as  infringement  goes.  What  I  am  interested  in  is 
the  defendant's  contention  that  the  contribution  of 
the  infringement  bears  on  the  amount  of  damages 
which  should  be  determined. 

You  may  find  a  case  where  the  infringement  is 
such  a  small  part  of  the  contribution  to  the  damages 
that  a  royalty  will  be  very  low.  You  may  find  a 
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case  where  the  deface    [871]   wouldn't  work  at  all 
without  the  infringing  i^ortion,  so  that  the  damages 
would  necessarily  be  much  larger,  particularly  if  it 
is  based  on  a  reasonable  royalty. 

Q.  (By  Mr.  Stanbury)  :  On  the  first  test,  May 
1st,  Mr.  Berry — "Not  Sealed";  that  means  with  the 
air  free  to  go  wherever  it  will  go  in  the  normal  op- 
eration of  the  heater,  does  it  not?  A.    Yes. 

Q.  And  "Sealed"  means  that  the  apertures  by 
which  the  air  could  get  from  the  wall  spaces  aroimd 
the  lower  box  into  the  economizer  have  been  closed 
ofe?  A.     Yes. 

Q.  All  right.  Now,  on  May  1st  what  was  the  ef- 
ficiency of  this  heater,  not  sealed  and  no  chute? 

A.     66y2  percent. 

Q.    You  didn't  take  it  with  the  chute? 

A.    No. 

Q.  With  this  air  from  the  back  wall  spaces 
sealed  off  from  the  economizer,  what  was  the  per- 
centage of  efficiency?  A.     66%  per  cent. 

Q.  You  didn't  take  it  there,  either,  without  the 
chute  ?  A.    No. 

Q.     September  1st  and  2nd,  or  1st,  was  it?  [872] 

A.     September  3rd  and  4th. 

Q.     I  beg  your  pardon. 

With  the  heater  not  sealed  and  with  the  chute 
in  place,  what  was  the  efficiency? 

A.     With  chute,  unsealed,  66  per  cent. 

Wait  a  minute  now.  Did  you  ask  me  with  chute 
or  without  chute? 

Q.     I  said  no  chute,  no  seal. 
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A.     No  chute,  no  seal,  66  per  cent. 

Q.     That's  right. 

Sealed  and  no  chute,  what  was  the  per  cenf? 

A.     66y2  per  cent. 

Q.  Not  sealed  and  with  the  chute,  what  was  the 
per  cent?  A.     66  per  cent. 

Q.  Sealed  and  with  the  chute,  what  was  the  per 
cent?  A.     66  per  cent. 

Q.  September  15th  you  took  it  one  day  with 
the  chute  and  another  day  without  the  chute,  did 
you  not?  A.    Yes,  we  did. 

Q.  How  long  does  it  take  to  run  all  the  tests 
that  you  did?  About  how  long?  I  don't  mean  to  the 
minute. 

A.  Well,  it  took  us  all  day  on  September  15th, 
with  the  time  that  we  got  to  run  the  test.  Actually 
the  test  itself  took  two  hours  from  the  time  we 
lighted  the  heater  im.til  [873]  we  started  our  read- 
ings. Then  we  cooled  the  heater  down  with  a  blower 
for  more  than  a  half  hour,  probably  closer  to  an 
hour,  and  started  the  other  test.  So  there  was  an 
interval  there.  Actual  testing  time  of  about  six 
hours. 

Q.  I  was  getting  at  the  fact  that  you  have  to 
have  it  cooled  olf  before  you  can  change  the  chute 
situation. 

A.  Yes.  We  ran  the  chute  on  Monday  morning. 
We  ran  both  of  these  tests  without  the  chute  on 
Sunday. 

Q.     September  15th  was  a  Sunday,  was  it  not? 

A.    Yes. 
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Q.  And  on  that  day  did  you  not  take  it  with 
the  chute,  but  without  the  chute? 

A.     Without  the  chute. 

Q.  What  was  the  efficiency  of  the  heater  without 
the  seal  and  without  the  chute  on  September  15th? 

A.     ^^^2  P^i"  cent. 

Q.     And  with  the  seal  and  without  the  chute? 

A.     66^/2  per  cent. 

Special  Master:  Were  all  of  these  tests  run  on 
the  same  heater  with  putting  the  chute  in  and  tak- 
ing the  chute  off? 

The  Witness:    Yes. 

Special  Master:  You  didn't  have  one  heater  with 
the  chute  and  another  one  without  the  chute? 

The  Witness:  ¥o.  We  installed  the  chute  later. 

Q.  (By  Mr.  Stanbury)  :  All  right.  On  Septem- 
ber 16th  you  [874]  took  it  with  the  chute  and  not 
without  the  chute,  is  that  right?  A.     Yes. 

Q.  ^Yliat  was  the  percentage  without  the  seal, 
with  the  chute?  A.     66.3  per  cent. 

Q.     What  was  it  sealed  and  with  the  chute? 

A.     66.2  per  cent. 

Q.  Can  you  determine  these  percentages  with 
that  degree  of  precision  and  avoid  human  error  in 
it,  that  is,  down  to  one-tenth  per  cent? 

A.  Xo.  I  don't  think  that  anything  closer  than 
a  half  per  cent  has  any  significance  for  the  reason 
that  with  an  ordinary  gas  analysis  apparatus  that 
we  call  an  Orsat,  it  is  impossil^le  to  read  closer  than 
one-tenth  of  1  per  cent,  and  that  represents  a  half 
a  per  cent  in  efficiency. 
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Q.  What  was  jowt  conclusion  after  these  tests, 
Mr.  Berry,  as  to  whether  the  efficiency  of  this 
heater  was  affected — withdraw  that.  I  will  put  it 
another  way.  What  was  your  conclusion  from  these 
tests  as  to  whether  air  from  the  wall  spaces  around 
the  lower  heater  getting  into  the  economizer  had 
any  effect  upon  the  efficiency  of  the  heater? 

A.     It  made  no  difference. 

Q.  Was  that  true  whether  you  put  it  in  there  or 
kept  it  out?  [875] 

A.     It  made  no  difference  in  efficiency. 

Q.     With  or  without  the  chute? 

A.     The  same  is  true. 

Q.  How  do  you  account  for  the  fact  that  this 
heater  performed  at  an  efficiency  of  66  or  QQ  and 
a  fraction  per  cent,  rather  than  70  per  cent,  both 
with  and  without  the  back  wall  air  getting  into  the 
economizer  ? 

A.  I  think  this  heater  represents  more  nearly  a 
commercial  product,  which  you  probably  find  in 
actual  use.  There  was  no  attempt  made  to  get  a 
very  fine  refinement  of  adjustments,  such  as  is  nec- 
essary to  pass  the  efficiency  test  at  the  AGA  lab- 
oratory. 

It  is  like  getting  a  fine  tuning  on  a  carburetor 
to  get  these  fine  adjustments,  because  there  are 
very,  very  few  heaters  that  more  than  just  barely 
get  by. 

Q.  You  were  interested  in  making  a  comparative 
test  here,  rather  than  an  absolute  test,  were  you 
not?  A.     That  is  true. 


194  The  Coleman  Company,  Inc.,  vs. 

(Testimony  of  Walter  M.  Berry.) 

Q.  Did  you  consider  that  the  tests  which  you 
made  were  good  reliable  comparatitve  tests  of  the 
efficiency  of  this  heater  with  and  without  the  air 
from  around,  side  and  back  of  the  lower  box  and 
the  wall  spaces  getting  into  the  economizer? 

A.  I  feel  very  confident  that  this  represents  a 
very  [876]  accurate  determination  of  the  relative 
performance  under  the  different  conditions. 

Q.  On  these  occasions  did  you  take  wall  tem- 
peratures of  this  heater?  A.    Yes,  we  did. 

Q.     You  did  that  by  means  of  thermocouples? 

A.  We  determined  the  temperatures  with  an  in- 
dicating potentiometer. 

Q.  Where  did  you  have  your  thermocouples 
placed  ? 

A.  They  were  placed  in  exactly  the  same  loca- 
tions prescribed  by  the  laboratory,  and  all  the  way 
— spaced  four  inches  apart  up  and  down  from  the 
floor  up  to  the  header  plate,  and  in  front  from  the 
header  plate  up  to  the  top  of  the  economizer. 

Q.     You  mean  one  in  every  four-inch  square? 

A.    Yes. 

Q.  And  that  would  be  on  the  back  wall  and  also 
the  side  wall  and  around  the  heater  box? 

A.  Also  two  thermocouples  on  each  stud,  on  each 
side. 

Q.  When  you  take  those  readings,  do  you  take 
the  room  temperature  with  each  reading? 

A.  No.  We  observe  the  room  temperatures  at  the 
start  and  at  the  end  of  our  set  of  readings. 
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Q.  Then  you  record  the  temperature  at  the  ther- 
mocouple? [877]  A.     Yes. 

Q.  Before  taking  those  temperatures,  how  long 
had  the  heater  been  operating  *? 

A.     Two  hours. 

Q.  Did  you  take  these  temperatures  according 
to  the  AGA  standards,  or  some  other  standard? 

A.     According  to  the  AGA  standards. 

Q.  That  is,  you  gave  it  the  same  test  that  it 
would  be  given  in  an  AGA  laboratory? 

A.  Yes,  sir,  I  would  say  that  they  represent  the 
AGA  tests. 

Q.     Did  you  record  the  temperatures? 

A.     We  did. 

Q.     Do  you  have  your  data  here?  A.     I  do. 

Q.     For  all  the  days  you  did  it?  A.     Yes. 

Mr.  Hale :  We  vv^ould  like  to  have  copies  of  these, 
Mr.  Stanbury,  ahead  of  time,  like  we  did  with  our 
exhibits. 

Mr.  StarJ)ury :  I  know.  I  have  done  it  every  time 
up  to  this  one,  and  we  will  have  to  have  copies  made 
for  you. 

Special  Master:  Were  copies  of  those  other  ex- 
hibits made  over  the  week-end? 

Mr.  Hale:  Yes,  sir,  your  Honor.  Let  me  get 
them  out  while  I  am  thinking  of  it,  [878] 

Special  Master:  Could  you  go  ahead  with  some 
other  part  of  the  testimony? 

Mr.  Stanbury:  I  am  almost  through  with  this 
witness. 
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Special  Master:  Would  you  like  to  take  our  re- 
cess now  and  3^ou  can  go  over  it? 

Mr.  Hale:  Perhaps  lie  can  finish  with  the  wit- 
ness and  then  we  can  look  at  it  over  the  recess. 

Q.  (By  Mr.  Stanbury) :  There  are  rectangles 
here  that  show  left,  rear,  and  right.  Those  are  back 
walls  and  side  walls,  are  they? 

A.     Yes,  they  are. 

Q.  And  the  front,  that  is  the  front  wall,  in  front 
of  the  economizer'?  A.     Yes. 

Q.  And  the  figures  you  have  written  down,  are 
those  actual  temperature  readings  at  the  points  in- 
dicated? A.     They  are. 

Q.  And  the  points  indicated  are  four-inch 
squares  over  the  area  shown? 

A.     Except  for  the  side,  on  the  studs. 

Q.  On  the  stud  spaces — ^what  is  the  difference 
on  the  stud  spaces  ? 

A.     I  think  they  are  about  two  inches  apart. 

Q.  Does  that  data  correctly  show  the  tempera- 
ture reading  at  the  points  indicated  on  the  days 
indicated,  and  with  the  [879]  condition  as  to 
whether  sealed  or  unsealed,  chute  or  no  chute,  as 
indicated?  A.     They  do. 

Q.  And  the  temperature  of  the  room  on  each 
sheet,  does  that  accurately  record  the  temperature 
of  the  room?  A.     It  does. 

Q.  Were  the  test  conditions  better  on  any  one 
day  than  any  other  day? 

A.  The  tests  on  the  Smiday  and  Monday  morn- 
ing on  the  15th  and  16th  were  probably  run  mider 
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better  conditions  in  that  the  heater  was  not  sub- 
jected to  outside  influences  such  as  drafts  and  move- 
ment of  air.  [880] 

Q.  A¥ell,  take  the  May  tests.  Under  what  con- 
ditions were  the  May  tests  taken? 

A.  That  test  was  not  conducted  under  most  fa- 
vorable conditions,  in  that  due  to  the  height  of  the 
heater  and  the  stack  on  it  the  heater  was  actually 
part  of  the  way  out  of  the  building;  within  an  in- 
closure  formed  by  the  partly  opened  door,  and  we 
didn't  consider  that  that  condition  was  entirely 
favorable. 

Q.  And  on  September  3rd  and  4th  what  were  the 
conditions  ? 

A.  Those  were  conducted  under  somewhat  better 
conditions;  however,  there  was  considerable  traffic 
in  the  neighborhood  of  the  heater.  The  outside 
doors  of  the  factory  building,  the  warehouse  build- 
ing, were  open  most  of  the  time,  and  there  was  con- 
siderable draft  movement  of  air  in  the  vicinity  here. 

Q.     What  kind  of  doors  are  you  talking  about? 

A.  Big  factory  doors  used  for  loading  and  un- 
loading. 

Q.  Doors  over  a  loading  platform,  huge  doors 
you  are  talking  about,  are  you  not?  A.     Yes. 

Q.  And  was  the  factory  activity  going  on  at  that 
time?  A.     It  was,  yes. 

Q.  What  about  September  15th?  What  day  of 
the  week  was  that?  [881] 

A.     That  was  on  a  Simday,  and  we  could  keep  the 
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doors  closed,  and  conditions  were  generally  more 

favorable  to  a  good  comparative  test. 

Q.  What  about  September  16tli,  Monday?  How 
were  the  conditions? 

A.  The  doors  were  open  again,  but  there  it  was 
actually  a  dull  day  and  the  temperature  didn't  vary 
too  much;  and  we  considered  the  comparative  tests, 
since  they  were  run  fairly  close  together,  were  rea- 
sonably accurate  and  satisfactory. 

Q.  What  effect,  if  any,  does  the  temperature 
change  in  the  day  or  the  presence  of  a  draft  have 
on  taking  temperatures,  if  any  If 

A.  Any  change  in  temperature  of  the  room  will 
cause  a  slower  change  in  the  heater  itself,  due  to 
the  heat  capacity  of  the  walls  and  heating  element. 
So  that  if  you  have  a  sudden  drop  in  the  room  tem- 
perature your  heater  can't  catch  up  with  the  change. 

Q.  You  are  talking  about  a  time  lag  between 
temperature  changes  of  the  room  and  temperature 
changes  of  the  heater?  A.    Yes. 

Q.  And  what  was  the  actual  input  on  the  Sep- 
tember 3rd  and  4th  test,  Mr.  Berry?  [882] 

A.     35,500  BTU. 

Q.     What  was  it  on  September  15th  and  16th? 

A.     34,900. 

Q.     What  was  it  on  September  15th  and  16th? 

A.  Oh,  I  made  a  mistake.  Did  you  ask  for  Sep- 
tember 15th? 

Q.  Start  over  again.  I  don't  know  whether  you 
were  giving  me  the  right  answer  or  not,  except  on 
the  first  question  I  asked  you.   So  I  couldn't  cut 
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you  if  you  did  make  a  mistake.  You  were  right  on 

September  3rd  and  4th,  35,500.  Is  that  right? 

A.    Yes. 

September  15th 

Q.  Well,  let's  go  back  a  minute.  September  3rd 
and  4th  was  35,500  BTU,  as  you  said,  wasn't  it? 

A.    Yes. 

Q.    What  was  it  on  May  1st?  A.     35,200. 

Q.  And  what  was  it  on  September  15th  and 
16th? 

A.  On  September  15th,  34,800;  and  on  Septem- 
ber 16th,  34,900. 

Mr.  Stanbury:  I  will  offer  this  data  in  evidence 
as  Defendant's  next  in  order,  and  ask  leave  to  take 
them  at  the  noon  recess  and  have  copies  made  for 
Mr.  Hoegh  and  Mr.  Hale. 

What  are  you  doing  there?  What  did  you  do 
there?  [883] 

The  Witness:  I  changed — this  was  done  on  May 
1st.  This  BTU  was  actually  made  on  May  1st,  this 
determination. 

Mr.  Stanbury:  What  did  you  do?  Just  change 
2  to  1  or  what? 

The  Witness:    Yes. 

Mr.  Stanbury:  What  was  on  May  2nd?  What 
did  you  have  May  2nd  down  there  for? 

The  Witness :    May  2nd  ? 

Mr.  Stanbury:  Did  you  just  change  May  2nd  to 
May  1st?  I  didn't  see  what  you  did  vv^ith  your  pen- 
cil. That  is  all  I  am  asking  you,  Mr.  Berry. 
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The  Witness:  Let  me  go  back  here.  This  test  of 
test  No.  1-A  and  2- A,  was  made  on  May  1st. 

Mr.  Stanbury:    All  right. 

The  Witness:  And  these  BTU's  were  made  on 
May  1st. 

Mr.  Stanbury:    What  did  you  have^  May  2nd? 

The  Witness:    Yes. 

Mr.  Stanbury:    Was  it  an  error,  or  what? 

The  Witness:    An  error. 

Mr.  Stanbury:    All  right. 

Mr.  Hoegh:  Your  Honor,  could  we  defer  con- 
sideration of  this  until  after 

Special  Maaster:  Would  you  like  to  cheek  them 
over  before  I  rule  on  the  admission  of  them? 

Mr.  Hoegh:    Yes,  please.  [884] 

Special  Master:  Let's  take  our  morning  recess, 
and  you  may  look  them  over,  and  we  will  take  care 
of  it  after  the  recess. 

(Short  recess.)  [885] 

Q.  (By  Mr.  Stanbury) :  One  thing  I  forgot 
to  ask  you,  Mr.  Berry.  On  the  May  1st,  and  Sep- 
tember 3rd  and  4th  tests,  do  the  bottom  lines  of 
temperature  give  wall  temperatures? 

A.  No.  I  think  those  temperatures  are  influenced 
by  direct  radiation.  They  are  do^vn  with  the  level 
of  the  burner  and  combustion  chamber. 

Q.  Were  the  thermocouples  from  which  you  got 
the  readings  on  the  bottom  line  in  the  May  1st, 
Septeml^er  3rd  and  4th  tests,  were  they  in  the  wall 
space  between  the  heater  and  the  wall  ? 
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A.  No.  They  were  dowm  below  the  level  of  the 
heater. 

Q.  Do^vn  below  where  the  space  between  the 
heater  and  the  wall  starts'?  A.    Yes. 

Mr.  Stanbury :    That  is  all. 

Special  Master:  What  is  the  maximum  tempera- 
ture for  those  walls  b}^  the  AGA  regulations'? 

The  Witness :    90  degrees  above  room. 

Special  Master:  If  the  room  was  kept  at  72,  for 
instance,  then  the  maximum  would  be  162? 

The  Witness:     That's  right. 

Special  Master:  What  would  be  the  dangerous 
stage  of  a  hot  spot  in  a  wall?  How  much  leeway  is 
there  between  the  90  above  room  temperature  and 
the  combustion  stage? 

The  Witness :    That  is  a  debatable  point.  [886] 

Special  Master:     It  has  never  been  determined? 

The  Witness:  There  has  been  a  tremendous  lot 
of  work  done  on  it,  and  it  depends  on  the  time 
of  exposure  to  a  hot  zone,  on  the  composition  of 
the  material ;  different  kinds  of  wood  char  or  flame. 
There  has  been  a  tremendous  lot  of  work  done  on 
it,  but  nothing  specific  can  be  stated  on  that  point. 

Special  Master:  Have  they  found  any  tempera- 
ture at  which,  say,  the  most  combusti]>le  would 
ignite  ? 

The  Witness:  Well,  it  can  be  comparatively  low. 
In  some  cases  three  or  four  hundred  degrees  might 
cause  charring  and  there  may  be  eventual  combus- 
tion. 

Special  Master:     At  least  there  is  quite  a  gap 
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between  the  90  above  room  temperature  and  any 

possible  combustion  stage? 

The  Witness:  There  is.  90  degrees  above  room 
is  assumed  to  be  safe  under  all  conditions. 

Special  Master:    Under  all  conditions? 

The  Witness:    All  conditions,  yes. 

Special  Master :  Pardon  me  for  the  interruption, 
Mr.  Hoegh. 

Now,  shall  we  rule  on  th^  admission  of  these? 
Do  you  have  an  objection,  or  would  you  like  to  do 
your  examining  first? 

Mr.  Hoegh:  I  would  like  to.  Unfortunately,  I 
think  we  may  have  gotten  them  out  of  order,  Mr. 
Berry.   [887] 

The  Witness:  It  doesn't  make  any  difference 
about  that. 

Mr.  Hoegh:  Do  you  suppose  we  should  label 
them  with  some  exhibit  number  for  each,  Mr.  Stan- 
bury? 

Mr.  Stanbury :    Anything  the  court  thinks. 

Special  Master:  Well,  let's  get  them  back  in 
order,  then,  and  we  will  mark  them  for  identifica- 
tion so  they  can  be  referred  to  by  exhibit  number. 

Do  you  have  those  back  together  now? 

The  Witness:    Yes. 

Special  Master :  Let  me  have  them  so  I  can  mark 
them. 

Mr.  Hoegh:  Perhaps  it  would  be  best  to  mark 
each  sheet  in  the  event  I  have  comments  to  make 
about  them. 
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Special  Master:  The  one  group  is  marked  Test 
No.  1.  Is  that  sufficient  identification? 

Mr.  Stanbury:    It  is  for  me,  your  Honor. 

Mr.  Hoegh:  I  believe  that  other  sheets  have 
other  test  numbers. 

Special  Master:  And  then  the  other  one  has 
Test  No.  1-A  up  in  the  upper  right-hand  corner. 

Mr.  Stanbury:  I  am  willing  to  mark  them  in 
red,  I  have  a  red  pen  here,  on  the  date,  and  that 
will  simplify  it.  For  easy  reference  that  will  be  very 
good. 

Special  Master:  The  one  that  is  marked  Test  No. 
1  will  be  Defendant's  Exhibit  V  for  identification, 
and  i\\e  one  that  is  marked  Test  No.  1-A  will  be 
Defendant's  Exhibit  W  for  identification.  [888] 

If  you  have  a  red  pencil,  how  about  marking  each 
sheet  with  a  red  number,  and  then  we  can  refer  to 
them  hj  exhibit  number  and  sheet  number. 

Is  this  another  group  you  have  marked? 

The  Witness :    That  is  a  third  series. 

Special  Master:    Did  you  offer  this  one,  also? 

Mr.  Stanbury:    Yes. 

Special  Master:  It  shows  Test  of  Model  67  Cole- 
man Wall  Heater. 

Mr.  Stanbury:    I  offered  them  all. 

Special  Master:  That  Avill  be  Defendant's  Ex- 
hibit X. 

(The  exhibits  referred  to  were  marked  as 
Defendant's  Exhibits  Y,  W,  and  X  for  identi- 
fication.) 


204  The  Coleman  Company,  Inc.,  vs. 

(Testimony  of  Walter  M.  Berry.) 

Mr.  Stanbury:  Shall  I  mark  tliem  on  the  date 
for  easy  reference? 

Mr.  Hoegh:  If  there  was  one  for  a  date,  that 
would  be  fine,  certainly. 

Mr.  Stanbury:  The  Court  said  to  mark  them 
with  the  number  in  red 

Mr.  Hoegh:  He  was  referring  to  the  page  refer- 
ences. If  you  just  put  a  page  number  on  each  sheet 
so  that  he  can  refer  to  it  as  Exhibit  V-1  and  V-2. 

Mr.  Stanbury:    Very  well. 

Special  Master :  Here  is  the  other  one,  Mr.  Hoegh. 

Mr.  Stanbury:  I  will  put  numbers  with  circles 
around  them  in  red,  just  numbers,  and  I  will  start 
with  May  1st. 

Special  Master:    That  will  be  fine. 

Mr.  Stanbury:    15  pages  in  all. 

Cross  Examination 

Q.  (By  Mr.  Hoegh)  :  Defendant's  Exhibit  W 
begins  with  page  1  and  goes  through  page  5;  De- 
fendant's Exhibit  Y  begins  with  page  6  through 
page  11;  and  Exhibit  X,  pages  12  through  15. 

Mr.  Berry,  when  you  ran  any  of  these  tests  that 
you  have  testified  to,  who  was  present  besides  your- 
self? 

A.  During  all  the  tests,  Mr.  Grubb,  chief  of  the 
laboratories  of  Coleman,  assisted  me,  in  making  the 
set-up,  installing  the  heater,  and  connecting  my 
potentiometer  wires  to  the  various  points,  various 
'couples  in  the  wall.  I  made  all  the  readings  and 
entered  the  results. 
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Q.     AYhere  were  the  tests  rim? 

A.  The  first  series  was  run  at  a  private  labora- 
tory at  3234,  I  think  the  address  is,  Olympic  Boule- 
vard. 

Q.     Whose  laboratory  is  that? 

A.     That  is  owned  by  Charles  Cook. 

Q.     And  after  that  where  was  the  place  ? 

A.  The  next  two  series  were  run  at  the  Coleman 
plant  in  the  industrial  district  in  East  Los  Angeles. 

Q.  Was  anybody  besides  Mr.  Grubb  there  at  any 
of  these  tests?  [890] 

A.  There  were  various  w^orkmen  constantly 
around,  except  on  Simday  morniiig  when  we  were 
there  alone.  Mr.  Newton  was  there  at  various  times. 
He  had  no  part  in  the  actual  running  of  the  tests. 

Q.  Were  any  people  from  Holly  or  Siegler 
there?  A.     No,  they  were  not. 

Q.  Do  you  know  whether  or  not  they  were  asked 
to  be  there?  A.     I  do  not  know. 

Q.  I  could  tell  you  that  I  wasn't  there,  and  you 
would  agree  with  that  statement,  would  you  not, 
Mr.  Berry?  A.     Yes,  I  would. 

Q.  What  wall  heater  model  number  did  you 
test?  A.     67. 

Q.  What  equipment  or  what  components  did  it 
have  as  you  tested  it?  Did  it  have  an  economizer? 

A.     It  had  an  economizer,  yes. 

Q.  Are  you  familiar  generally  with  the  kinds 
of  wall  heaters  manufactured  by  Coleman? 

A.  I  think  I  have  only  seen  this  one  particular 
model.  I  have  seen  a  later  model,  a  more  recent 
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model  submitted  to  the  laboratory,   a  very  much 
taller  heater.  But  in  this  particular  series,  it  is  the 
only  heater  I  have  seen.  [891] 

.  Q.  This  one  that  you  referred  to  as  being  very 
much  taller,  it  doesn't  have  an  economizer,  is  that 
right?  A.     That's  right. 

Q.  Does  it  stick  out  into  the  room  quite  a  bit 
further,  too? 

A.  I  would  get  that  impression  by  looking  at 
the  casing,  that  it  does. 

Q.  What  else  did  this  heater  have  besides  an 
economizer  ? 

A.  Well,  it  is  a  complete  heater  ready  to  set  into 
a  wall,  and  it  had  a  header  plate  and  flue  comiec- 
tion,  and  then  the  economizer  on  top  of  it. 

I  don't  think  that  there  is  anything  very  distinc- 
tive about  it  from  other  heaters  in  other  respects, 
except  for  the  economizer. 

Q.     Did  you  have  a  flue  on  it? 

A.  We  tested  it  with  and  without  a  flue.  We 
tested  it  with  a  flue  for  heat  loss,  an  insulated  flue, 
tested  in  a  similar  manner  as  tested  by  the  labora- 
tory. A  four-inch  stack  with  thermocouples  six 
inches  below  tlie  top.  And  the  temperature  measure- 
ments on  the  casing  were  made  without  any  flue. 

Q.  Temperature  measurements  in  the  wall,  is 
that  what  you  mean?  A.     That's  right. 

Q.  Do  you  know  whether  it  was  a  tliree-foot 
economizer  [892]  or  a  four-foot  economizer? 

A.     Frankly,  I  didn't  measure  it.  I  couldn't  say. 
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That  information  would  have  to  be  supplied  by  Mr. 

Newton. 

Q.  Is  it  just  one  that  you  tested,  just  the  one 
economizer  ? 

A.     Just  the  one  economizer,  yes. 

Q.  Do  you  know  anything  about  Coleman's  own 
testing  laboratory,  Mr.  Berry? 

A.     I  do  not.  Only  from  hearsay. 

Q.  Mr.  Grrubb  is  in  charge  of  it,  as  far  as  you 
know,  though,  is  that  correct? 

A.     So  I  understand. 

Q.     Do  you  know  how  large  a  staif  he  has? 

A.     Only  by  hearsay. 

Q.  Generally  in  your  experience,  Mr.  Berry, 
what  is  the  function  of  a  laboratory  maintained  by 
a  manufacturer? 

A.  Development  and  testing  of  all  their  prod- 
ucts. 

Q.  When  you  do  work  with  the  AG  A  laboratory 
here  in  to^vn,  prior  to  that  time  do  your  clients  tell 
you  whether  or  not  they  have  tested  these  wall 
heaters  ? 

A.  Most  of  the  larger  manufacturers  do  have 
certain  testing  facilities.  The  smaller  ones  don't  and 
rely  upon  somebody  like  myself,  or  one  of  the  other 
consultants,  to  give  their  appliances  a  preliminary 
check,  and  if  it  doesn't  seem  to  meet  the  laboratory 
requirements,  they  have  to  make  a  [893]  modifica- 
tion. 

Q.  When  you  take  an  appliance  to  a  laboratory, 
you  are  fairly  sure  it  is  going  to  pass,  aren't  you? 
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A.  When  I  turn  it  over  to  the  AGA,  yes,  I  feel 
fairly  confident  that  it  will  meet  the  requirements. 

Q.  How  many  appliances  are  submitted  to  the 
AG-A  in  Los  Angeles,  or  in  Cleveland,  in  a  year; 
do  you  know,  Mr.  Berry?  A.     I  don't  know. 

Q.     5,000,  6,000? 

A.     I  think  that  figure  would  l^e  high. 

Q.  How  many  of  them  pass  without  modifica- 
tion, do  you  have  any  idea  of  that? 

A.     Comparatively  few. 

Q.    Five  or  six? 

A.  I  wouldn't  make  a  guess  on  that,  but  I  Imow 
from  my  experience  over  a  period  of  years  at  the 
laboratory  that  there  are  comparatively  few  that 
don't  require  some  little  modification  or  adjustment. 

Q.  How  many  have  you  taken  into  the  labora- 
tory that  have  gone  through  without  modification? 

A.  Do  you  mean  hj  that,  actually  submitted  for 
of&cial  tests? 

Q.    Yes. 

A.  I  would  say  in  the  past  year  probably  half 
a  dozen. 

Q.  HoAv  about  in  prior  years— about  the  same 
number?  [894] 

A.  About  the  same  number.  The  requirements 
are  gradually  stiffening,  and  it  Avas  a  little  easier 
to  get  hj  m  previous  years  than  it  is  now. 

Q.  You  do  take  the  precaution  of  submitting 
them  to  the  laboratory,  don't  you,  despite  your  OAvn 
findings  on  whether  they  will  pass  ? 

A.     Only  if  I  feel  that  it  is  a  marginal  case.  For 
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instance,  with  the  equipment  that  I  have  available 
for  determining  combustion,  for  example,  it  is  not 
nearly  as  accurate  as  the  laboratory  equipment,  and 
if  I  feel  that  it  is  a  marginal  case  I  very  often 
take  a  chance  on  having  it  pass  the  laboratory  for 
the  reason  that  if  I  think  it  won't  pass  it  would 
require  major  changes  or  modification,  which  are 
very  often  expensive  and  difficult  to  do. 

Q.  Most  times  don't  you  find  that  appliances 
have  to  be  modified  in  some  manner  after  they  get 
in  the  laboratory?  The  AGA  laboratory  I  am  talk- 
ing about. 

A.  It  depends  a  good  deal  on  your  definition  of 
"modification."  There  are  nearly  always  some  ad- 
justments to  be  made.  It  depends  upon  your  defini- 
tion of  "modification."  Maybe  a  very  minor  change 
in  the  baffling  of  your  down  draft  diverter,  or  some 
other  small  matter.  And,  of  course,  there  is  a  con- 
stant set  of  changes  when  you  submit  different 
blowers.  Say  on  a  forced  air  furnace,  you  submit 
different  l:)lowers,  different  controls,  different  pilots. 
[895]  There  is  constant  change  of  equipment  and 
adjustments  necessary. 

Q.  Would  this  be  a  fair  statement  of  what  hap- 
pens when  a  company  submits  an  appliance  to  the 
American  Gas  Association  laboratory :  The  company 
presumably  gets  the  appliance  fixed  up  in  the  best 
possible  manner,  doesn't  it,  that  is  the  first  thing 
that  would  happen  f 

A.     At  least  they  think  they  do,  yes. 

Q.     And  they  have  designed  it  with  the  American 
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Gas    Association    requirements    in    mind,    haven't 

they?  A.     Yes. 

Q.  Incidentally,  it  is  fairly  expensive  to  put  an 
appliance  into  the  laboratory,  isn't  it? 

A.     It  is. 

Q.  After  that  they  put  an  appliance  into  the 
laboratory  and  they  know  the  chances  are  it  might 
go  through,  but  they  laiow  probably  the  better 
chance  will  be  that  they  are  going  to  have  to  change 
it  some  after  they  get  it  in  the  laboratorj^,  isn't 
that  true? 

A.  I  think  the  manufacturer  is  always  optimis- 
tic that  he  has  the  appliance  in  good  condition  or 
else  he  wouldn't  incur  the  delay  and  the  cost  of 
repeating  a  great  number  of  tests.  The  difficulties 
and  the  reason  I  and  several  other  men  are  in 
this  consulting  work,  we  do  make  preliminary  tests 
and  try  to  get  the  appliance  in  as  good  a  shape  as 
possible,  with  the  expectation  that  it  will  go  [896] 
through  without  any  major  re-test. 

You  might  have  the  appliance  through  the  lab- 
oratory, say,  95  per  cent,  and  fail  in  one  little  thing 
that  might  upset  the  whole  applecart  and  require 
you  to  repeat  practically  all  the  preceding  tests,  1 
and  that  is  very  expensive.  That  is  the  only  reason 
that  several  of  us  are  in  the  picture  at  all  as  con-  | 
sultants,  that  we  are  able  to  render  that  service 
and  save  the  manufacturer  the  extra  cost  of  lab- 
oratory fees. 

Q.     Prior  to  the  time  you  had  been  called  into 
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this  test  you  had  never  done  consulting  work  for 

Coleman,  I  believe  you  stated? 

A.     I  never  had,  no. 

Q.  So  presumably  they  would  have  their  own 
testing  laboratory  and  do  work  similar  to  that 
which  you  do  with  their  o^Nn  employees ;  would  that 
be  correct?  A.     I  would  think  so. 

Q.  Did  you  handle  any  wall  heaters  to  take  them 
through  the  American  Gas  Association  require- 
ments at  all  at  any  time,  Mr.  Berry?  ' 

A.  Yes,  I  have  had  several  clients  who  have 
submitted  appliances. 

Q.     Any  for  the  1956  requirements? 

A.    Yes. 

Q.     Hov/  about  earlier  requirements? 

A.    Yes.  [897] 

Q.  Did  any  of  those  go  through  the  laboratory 
without  the  necessity  of  any  modifications  whatso- 
ever ? 

A.  Frankly,  I  don't  knov^  whether  any  of  them 
required  any  modification  or  major  change.  I  know 
they  eventnally  got  through. 

Q.  What  kind  of  a  seal  did  you  use  when  you 
stated  you  sealed  off  tlie  passageways  from  around 
the  lower  box  into  the  economizer,  Mr.  Berry? 

A.  We  had  some  hea^y  aluminum  foil  about  two 
and  a  half  or  three  inches  wide  that  we  pasted 
along  the  sides  all  the  way  from  the  bottom  up  to 
the  header  plate.  And  this  illustration  here  shows 
some  metal  tabs  that  were  inserted  in  the  header, 
underneath  the  header  plate,  and  they  sealed  off 
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most  of  the  crack.  Aiid  then  using  this  metal,  ahi- 
minmn  metal  tape,  which  had  a  stickmn  on  the  back 
of  it,  why,  we  sealed  off  all  the  cracks  and  made 
what  I  think  was  an  absolutely  air-tight  joint  there. 

Q.  Let  me  see  if  I  understand  it.  You  went 
around  the  economizer  header  jDlate  with  tape,  is 
that  it? 

A.  No,  no.  We  sealed  off  the  —  we  sealed  off 
along  the  side  with  this  heavy  alimiinum  tape 

Q.     Along  the  side  of  what? 

A.     The  side  of  the  heater  and  the  wall. 

Q.     The  lower  box. 

A.  And  the  wall,  yes.  And  sealed  off  all  the  air 
[898]  in  this  area  here,  so  that  no  air  coming  up 
the  back  could  get  into  the  front. 

Mr.  Stanbury:  There  is  in  court,  Mr.  Hoegh, 
a  three-dimensional  colored  picture  with  a  viewer 
of  the  sealing,  if  it  would  facilitate  your  mider- 
standing  of  what  he  is  telling  you.  There  is  a  viewer 
here.  It  has  to  be  plugged  in. 

It's  too  bad  we  don't  have  one  without  the  seal- 
ing. 'Vrhile  we  will  understand,  the  Court  hasn't 
seen  it  without  the  sealing.  They  ran  out  of  fihn. 

(Whereupon  the  viewer  was  given  to  comi- 
sel  and  the  Special  Master.) 

Q.  (By  Mr.  Hoegh):  Bid  you  put  a  sealing 
along  the  bottom? 

A.  Only  down  to  the  bottom  of  the  combustion 
space  to 

Q.     On  the  sides  down  to  the  bottom? 
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A.  Do^\^l  to  the  bottom  of  the  casing,  yes.  All 
the  way  down  to  the  bottom  casing. 

Q.  Anything  along  the  bottom  of  the  rear  baf- 
fle of  the  heater  to  seal  that  off?  Do  yon  nnder- 
stand  what  I  mean,  Mr.  Berry? 

Here  at  the  bottom  of  the  heater  is  a,  what  you 
might  think  of  as  a  "U"-shaped  member,  with  the 
flat  back  portion  of  the  "U"  along  the  wall.  Is  that 
correct?  A.    Yes.  [899] 

Q.     Did  you  seal  that  area  there? 

A.     No,  we  did  not. 

Q.  So  that  air  could  come  up  from  around  the 
lower  box  and  come  behind  the  lower  box  and  the 
wall?  And  you  didn't  block  off  that? 

A.     It  couldn't  get  in  front,  no.  But 

Q.     Well,  that  area  was  open,  though,  wasn't  it? 

A.     Yes,  yes,  that  area  was  open. 

Q.  Now,  how  did  you  seal  off  the  air  that  would 
come  up  there  and  get  in  the  economizer? 

A.  I  think  that  photograph  was  rather  descrip- 
tive there.  I  don't  know  that  I  can  explain  it  any 
better  except  to  say  that  the  whole  area  along  the 
side  of  the  inner  casing  was  sealed  all  the  way 
down  to  the  bottom;  and  this  area  here  was  sealed 
completely. 

Q.     Which  area  is  that? 

A.     This  area  in  here. 

Q.  Would  you  describe  it?  The  reporter  would 
like  to  get  it  down  in  the  record,  ancl  so  would  I, 
Mr.  Berry. 

A.     The  area  below  the  header  plate. 
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Q.    Was  sealed  from  what? 

A.  From  the  circulatiiig  air  coming  up  the  sides 
and  back. 

Q.  By  a  seal  that  ran  across  the  length  of  the 
header,  across  the  heater?  [900] 

A.  It  ran  all  the  way — as  you  saw  in  the  illus- 
tration, it  ran  all  the  way  across  the  front  and 
down  the  sides — completely  sealed. 

Mr.  Hoegh:  I  wasn't  looking  at  that  illustration, 
apparently. 

Mr.  Stanbury:    We  will  get  it  out  again. 

(Whereupon  the  ^dewer  was  again  handed  to 
counsel.) 

Special  Master :  That  is  aluminmn  foil  ?  Or  what 
was  that? 

The  Witness:    Aluminum  foil,  yes. 

Q.  (By  Mr.  Hoegh)  :  Are  you  familiar  with  the 
construction  of  the  header  plates  on  these  heaters, 
Mr.  Berry?  A.     Yes,  I  am. 

Q.  Does  this  particular  one  have  a  notch  in  it 
to  bleed  air  into  the  space  between  the  wall  and 
the  economizer  box? 

A.     I  believe  there  is  a  small  notch. 

Q.     Where  is  it? 

A.  About  the  center;  in  the  back  just  about  the 
center  of  the  header  plate. 

Q.  If  you  seal  off  air  going  into  the  space  which 
would  normally,  in  the  normal  function  of  the 
heater  would  lead  to  the  economizer  from  around 
the  back,  would  you  get  more  air  going  through 
that  notch? 
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A.  I  doubt  whether  it  would  make  any  dif- 
ference. [901] 

Q.     How  big  a  notch  is  it? 

A.  I  think  it  is  only  about  a  quarter  of  an  inch 
wide  hy  two  inches. 

Q.  Two  inches  wide  by  a  quarter  of  an  inch 
deep  ?  A.    Yes. 

Q.  How  much  air  will  a  notch  like  that  hold? 
Or,  how  much  air  can  you  put  through  a  notch 
like  that? 

A.  It  all  depends  upon  the  draft  that  you  might 
have  available,  the  pressure  below  and  above  the 
notch. 

Q.  You  are  going  to  get  more  flow  through  that 
notch  if  you  don't  have  another  available  outlet 
for  the  air  that  comes  up  the  back,  aren't  you?  It's 
just  a  question  of  pressures  and  volumes  and  velo- 
cities we  are  dealing  with,  isn't  it,  Mr.  Berry? 

A.     That's  riglit. 

Q.  That  notch  is  certainly  not  a  critical  flow 
orifice  at  any  time  in  this  heater,  is  it? 

A.     No,  it  is  not. 

Q.  So  the  more  pressure  you  get  behind  it  the 
more  flow  will  go  through,  is -that  right? 

A.     That  is  true. 

Q.  Have  you  ever  seen  a  Coleman  wall  heater 
fixed  up  like  this  installed  in  a  house? 

A.     I  have  not. 

Q.  Where  does  the  air  that  normally  comes  up 
around  [902]  the — between  the  panel  and  the  wall 
go  in  the  way  you  fixed  up  this  heater,  Mr.  Berry  ? 
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A.  Do  you  mean  after  we  have  put  in  the  metal 
tabs? 

Q.     Yes. 

A.     The  air  would  escape  out  of  the  front  grille. 

Q.     Do  you  know  that  to  be  true  I 

A.     Where  else  could  it  go? 

Q.     I  am  asking  you,  Mr.  Berry. 

A.  Naturally,  it  would  if  it  were  all  sealed  off 
and  no  air  went  into  the  register  above  or  just  be- 
low the  economizer  there. 

Q.     Do  you  know  the  area  I  am  talking  about? 

A.     The  air  you  are  talking  about? 

Q.     The  area. 

A.     Would  you  say  that  again?  I   don't  know 

if —  I 

Q.  Yes,  I  shall  try.  I  am  talking  about  the  area 
between  the  panels  and  the  wall.  Do  you  know  the 
front  panel  on  the  heater  as  shown  here  in  the 
front?  A.     Yes.  I 

Q.  At  the  sides  of  that  panel  there  are  channels 
that  carry  air,  aren't  there?  A.     Yes. 

Q.     Normally  those  are  interconnected  with  the  : 
areas  around  the  back  of  the  heater,  aren't  they? 

A.     Yes.  [903] 

Q.  Now,  where  does  that  air  go  the  way  you 
have  sealed  this  thing  up,  the  air  carried  by  those 
channels  ? 

A.  Well,  there  is  very  little  movement  of  air  in 
that  area  all  sealed  up. 

Q.     Have  you  ever  checked  it? 

A.     No,  no,  I  have  not. 
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Q.  When  you  say  it's  all  sealed  up,  do  you  know 
Avhether  that  area  is  even  sealed  off  from  any  other 
area  in  this  heater? 

A.  It  would  he  sealed  off  with  the  method  we 
vised  there  in  sealing  it. 

Q.     What  seals  it  off  at  the  top? 

A.  We  used  metal  aluminum  foil  there  to  seal  it 
all  off. 

Q.  These  channels  would  be  outside  the  confines 
of  the  lower  box,  you  understand  that,  don't  you, 
Mr.  Berry? 

A.     Outside  the  confines  of  the  heater  proper? 
~Q.     Yes,  that's  right. 

A.  Well,  all  the  air  that  goes  up  around  on  each 
side,  between  the  element  itself,  or  you  might  say 
the  heater  proper,  and  the  casing, -naturally  comes 
out  through  the  register. 

Q.     J)o  you  knovf  that? 
A.     Why,  certainly. 

Mr.  Hoegli :  Your  Honor,  I  have  a  few  more 
questions  of  this  witness.  [904] 

Special  Master:  Will  it  take  more  than  five  or 
ten  minutes? 

Mr.  Heogh:  I  see  from  Mr.  Hale's  notes  that  it 
would  take  longer,  your  Honor. 

Special  Master:  Very  well.  We  mil  recess  now 
until  2 :00  o'clock. 

(Whereupon  a  recess  was  taken  until  2:00 
o'clock  p.m.  of  the  same  day.)  [905] 
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change;  probably  not  so  much  change  in  your  vol- 
mue  of  products  going  through  the  heater,  how- 
ever, or  the  flue  temperatures  or  CO2  in  the  flue, 
as  well,  as  is  well  borne  out  by  the  consistency  of 
these  results  imder  considerable  varied  conditions. 

Q.  Would  you  get  cooler  air  going  in  at  the 
point  called  the  economizer  air  intake  grille  as  a 
result  of  this  draft  in  the  room? 

A.  It  is  conceivable  there  might  be  just  a  slight 
change  there,  yes.  But  the  change  would  be  so 
insignificant  as  not  to  be  noticed. 

I  think  that  it  would  be  well  to  point  out  the 
fact  that  the  volume  of  products  going  through  the 
combustion  chamber  and  up  through  the  stack  is 
so  large  in  relation  to  the  volimie  going  up  through 
the    economizer    that    any    effect    in    variation    of 
temperature  of  air  going  into  the  economizer  would 
be  ahnost  insignificant,  and  for  this  reason:  That 
in  ])urning  a  cubic  foot  of  gas  you  are  drawing  in 
10  cn]nc  feet  of  air,  consequently  your  products  to 
combustion  amomit  to   amomit  10   cubic  feet  for 
everj'  cubic  foot  of  gas  burned.   So  you  liave  ac- 
tually, theoretically,  350  cubic  feet  or  more  of  pro- 
ducts gomg  up  into  your  stack,  out  of  your  heat- 
ing element;  however,  due  to  the  extremely  high 
temperatures  at  which  you  discharge   [908]   those 
flue  products  out  of  the  heater,  it  is  necessary  to 
inject  a  large  volume  of  air  to  cool  the  gas  do^vn 
to  a  ]:>oint  where  you  pass  the  AOA  laboratory, 
or   meet   safe   conditions.    So,   as   show^l   by   these 
tests,  your  CO2  is  down  to  about  four  per  cent, 
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which  indicates  that  you  are  actually  drawing  in 
twice  the  volume  of  air  as  to  the  total  volume  of 
products.  So  you  have  a  volume  of  over  a  thousand 
cubic  feet  of  hot  products  going  up  through  your 
stack  at  a  temperature  of  over  500  degrees. 

Q.     In  how  long  a  period? 

A.  In  one  hour  over  a  thousand  cubic  feet  per 
hour,  so  consequently  any  variation  in  grille  tem- 
perature or  amount  of  air  going  into  the  grille 
would  ha  so  insignificant  compared  with  the  total 
amount  of  heat  going  uj)  the  flue  that  you  wouldn't 
expect  to  find  any  difference  in  efficiency.   [909] 

Q.  Mr.  Berry,  your  fuidings  here  show,  roughly, 
that  these  particular  heaters  you  checked  had  an 
efficiency  of  aroimd  66  per  cent,  is  that  correct? 

A.     That's  right. 

Q.     That  wouldn't  pass  AGrA,  would  it? 

A.     No,  it  wouldn't. 

Q.  How  do  you  account  for  such  a  low  x>er- 
centage  figure  for  efficiency  on  these  heaters? 

Mr.  Stan  bury:    This  heater.  Excuse  me. 

Mr.  Hoegh:  This  heater.  I'm  sorry,  Mr.  Stan- 
bury. 

The  Witness:  I  mentioned  this  morning  that  in 
order  to  get  by  the  laboratory,  and  most  of  them 
just  barely  squeeze  through  at  this  70  per  cent, 
that  it  is  necessary  to  make  every  possible  refine- 
ment in  adjustment  and  conditions  in  order  to  get 
the  heaters  to  pass  this  test. 

There  was  no  attempt  in  this  case  to  make  any 
special  adjustment  of  burner,  air  shutter,  or  any- 
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thing.  We  took  the  heater  just  as  it  was,  and  since 
the  object  seemed  to  be  to  make  comi)arative  tests, 
we   weren't   concerned   about   the   actual   efficiency 
at  all. 

Q.  (By  Mr.  Hoegh)  :  Well,  the  actual  efficiency 
for  a  fact  wouldn't  be  sufficient  to  iDass  AGA, 
would  it? 

A.  This  heater  tmied  up  ^Droperly  presumably 
would  pass,  because  it  has  passed.  I  think  a  similar 
model  has  passed. 

Q.  Wliat  happens?  Isn't  it  that  through  pro- 
duction [910]  tolerances  you  get  a  little  change  in 
the  heater  and,  therefore,  that  production  model 
won't  pass  where  a  test  model  would? 

A.     Very  often  that  is  the  case. 

Q.  So  to  get  this  heater  up,  you  would  have  to 
redesign  parts  of  it,  wouldn't  you? 

A.     Xo,  I  wouldn't  say  that. 

Q.  You  would  have  to  change  the  draft  hood, 
probably  ? 

A.  j^o.  I  think  the  draft  hood  is  so  definitely 
described  that  I  don't  think  any  such  change  would 
be  possible  or  allowed  by  the  laboratory. 

Q.  Hovr  vvould  you  get  efficiency  up?  You  would 
increase  stack  temperature,  wouldn't  you? 

A.  No.  You  would  actually  try  to  reduce  stack 
temperature.  Y^ou  would  tiy  to  bring  up  your  CO2, 
and  that  would  automatically  bring  your  stock 
temperature  down. 

Q.  Bring  up  your  CO2  brings  your  stack  tem- 
l^erature  dowai'i?  A.     Always,  yes. 
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Q.  Supposing  you  changed  the  draft  hood,  you 
would  certainly — changed  the  draft  hood  to  take 
more  room  air  through  the  draft  hood,  your  CO2 
would  go  dowm,  wouldn't  it? 

A.     It  would  go  do^^m,  yes. 

Q.     And  your  stack  temperature  would  go  down  ? 

A.     It  would  go  down.  [911] 

Q.  If  you  took  more  room  air  in,  your  stack 
temperature  would  go  up? 

A.  If  you  draw  more  air — do  you  mean  through 
the  diverter  into  the  stack? 

Q.     That  is  what  I  mean. 

A.  If  you  draw  more  air  in,  actually  that  is  the 
only  way  you  could  get  that  temperature  down, 
yes. 

Q.  So  to  get  that  temperature  up,  you  would 
use  less  room  air  in  going  up  the  flue? 

A.     That's  right. 

Q.     So  your  CO2  would  go  down  and  not  up? 

A.  I  was  thinking  about  the  CO2  in  your — 
directly  out  of  your  heater,  the  w^ay  we  would  bring 
our  stack  temperatures  down  would  be  to  bring  our 
CO2  up  as  high  as  possible,  but  that  is  not  true 
up  in  the  stack  there,  where  you  have  to  have 
dilution  in  order  to  bring  that  stack  temperature 
down.  Consequently,  your  CO2  goes  down. 

Q.  How  would  you  get  the  stack  temperature 
up  so  that  3^ou  would  increase  efficiency  in  this 
heater? 

A.  It  really  isn't  necessary  to  do  very  much. 
There  is  a  balance  there.  If  you  take  the  heat  loss, 
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with  a  low  CO2,  you  bring  your  stack  temperatures 
doAATi,  too.  You  can  get  the  same  result  by  having 
a  higher  CO2  and  a  higher  stack  temperature,  so 
that  theoretically  it  shouldn't  make  any  difference 
what  CO2  you  have  going  up  in  there.  [912] 

Q.  You  would  get  a  higher  stack  temperature 
to  do  it  wouldn't  you,  to  bring  up  your  efficiency  uj)  ? 

A.     Let  me  think  about  this  thing  here. 

Your  question  is  what  to  do  with  this  heater  to 
get  the  efficiency  up  primarily? 

Q.     Right,  yes. 

A.  I  think  probably  the  most  effective  way 
would  be  to  get  the  very  best  possible  condition  in 
your  burner,  get  the  best  i)ossible  flame  adjust- 
ment. There  isn't,  really 

Q.  You  have  calculated  what  the  BTIT  input 
on  this  heater  was,  haven't  you,  Mr.  Berry? 

A.     Yes,  I  have. 

Q.  So  that  you  are  burning  gas  at  the  rate  of 
55,000  BTUs  per  hour,  35,000  BTUs  per  hour? 

A.     Yes. 

Q.  You  start  with  that,  and  then  there  are  some 
losses  ui^  the  stack?  A.     Yes. 

Q.  To  get  that  overall  efficiency  in  the  heater 
up  you  have  to  raise  the  stack  temperature,  don't 
you?  A.     No,  not  necessarily. 

Q.     AVhat  do  you  do? 

A.  As  I  say,  probably  the  most  effective  thing 
you  might  start  out  with  is  to  make  the  best  pos- 
sible burner  adjustment.  That  doesn't  mean  that 
you  are  changing  your  BTU  [913]  in  put;  you  are 
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just  getting  the  very  best  possible  flame  on  your 

burner. 

Q.  Well,  assuming  that  you  have  done  all  that, 
did  you  make  such  an  adjustment  in  this  case? 

A.  No,  made  no  attempt  to  make  any  adjust- 
ment on  it. 

Q.  Assuming  you  have  done  all  that,  how  do 
you  get  your  efficiency? 

A.  The  logical  thing  to  do  would  be  to  increase 
your  stack  temperatures  just  so  that  it  would  get 
hy  the  laboratory,  and  then  take  whatever  CO2  you 
get  out  of  it.  Your  determining  factor  there  in 
dilution  is  your  flue  temperatures. 

Q.  And  the  higher  the  flue  temperature  the 
higher  efficiency,  isn't  that  right? 

A.     Well,  up  to  a  certain  y^oint,  yes. 

Q.  And  if  you  adjust  the  flame  to  get  a  maxi- 
mum optimum  condition  in  the  actual  burning  of 
this  gas,  that  increases  flue  temperature,  doesn't  it? 

A.  No.  It  might  decrease  it  for  the  reason  that 
the  moi^e  heat  you  absorb  down  the  lower  part  of 
your  heating  element,  the  more  efficient  that  heat- 
ing element  vrould  be.  You  have  so  very  little  heat- 
ing surface  in  these  heaters,  that  that  adjustment 
of  your  primary  air  and  your  burner  adjustment 
is  very,  very  important. 

Q.  Are  you  saying  that  we  have  got  to  change 
the  primary  heating  element?   [914] 

A.  No.  I  say  universally  all  these  wall  heaters 
have  so  very  little  heating  surface,  that  that  is  the 
reason  your  flue  temperatures  are  up  to  650  and 
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700  degrees,  escaping  out  of  your  combustion  cham- 
ber. That  is  why  you  have  to  have  dikition  to  get 
b}^  the  AGA  requirements  on  flue  temperature. 

Q.     If  you  increase  the  stack  temperature  by  any 
means    at    all,    you    would    get    higher    efficiency, 
wouldn't  you? 
A.     Up  to  a  certain  point. 

Q.  And  if  you  increase  the  stack  temperature 
you  would  get  hotter  walls  aroimd  the  flue,  wouldn't 
you?  A.     Yes,  that  follows. 

Q.     So  to  upgrade   this  particular  wall  heater, 
if  you  did  it  by  raising  stack  temperatures,  you 
w^ould  raise  wall  temperatures,  wouldn't  you? 
A.     I  think  that  would  be  true  of  all  heaters. 
Q.     It  would  be  true  of  the  one  you  modified  by 
putting  this  tape  on  it,  too,  wouldn't  it? 
A.     It  w^ould  be  true  of  all  heaters. 
Q.     Now,  is  foil  of  this  gauge  that  you  used  ap- 
proved for  use  in  these  heaters,  Mr.  Berry? 

A,  'No,  I  don't  think  it  has  ever  been  used  be- 
fore for  this  purpose,  but  it  is  a  very  good  foil  for 
making  an  experiment  of  this  kind.  This  is,  I  be- 
lieve, teclmically  called  pressure  sensitive  tape 
made  by  the  Miimesota  Minmg  Company.  It  is 
very  hea\y.  It  is  as  thick  as  this  here  (indicating), 
[915]  and  it  has  very  good  sticking  qualities,  so 
it  does  maintain  its  contact  very,  very  well. 

In  fact,  we  had  to  pull  it  off  and  we  had  dif- 
ficulty not  tearing  it  when  we  pulled  it  off. 

Q.  If  you  supplied  a  reel  of  tape  with  any  of 
3^011  r  appliances  that  are  approved  for  use  in  the 
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field,  the  AGA  wouldn't  accept  that,  would  they? 

A.     Certainly  not. 

Q.  There  are  certain  minimum  gauge  require- 
ments for  any  metals  used  in  these  heaters,  aren't 
there?  A.     There  are. 

Q.  And  if  you  had  any  of  those  metals  in  use 
as  you  have  used  these  foils,  heat  would  be  con- 
ducted to  the  surfaces  they  touched,  wouldn't  it? 

A.  Yes.  But  I  think  this  has  pretty  good  con- 
ductivity itself.  Aluminum  has  good  conductivity. 

Q.  Did  you  check  the  temperatures  under  this 
aluminum?  A.     No,  I  did  not. 

Q.  Would  the  use  of  this  aluminum  the  way  you 
have  made  it  in  these  heaters  in  the  tests  you  have 
made  avoided  the  AGrA  approval  on  these  heaters? 

A.  Certainly.  It  was  only  intended  for  an  ex- 
periment, as  I  understand  it, 

Q.  Why  is  it  that  that  approval  would  have 
been  avoided? 

A.  For  the  reason  that  that  construction  of 
course  [91()]  would  not  be  acceptable. 

Q.     To  the  American  Gas  Association? 

A.     Certainly  not. 

Q.  Did  you  take  this  wall  heater  with  the  foil 
attached  between  the  box  and  the  wall  down  to  the 
AGA  manufacturers'  room? 

A.     No,  I  did  not. 

Q.     You  didn't  test  it  down  there? 

A.     No. 

Q.  You  tested  it,  as  you  testified,  in  Mr.  Cook's 
111  ace  and  over  at  Coleman's? 
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A.     That's  right. 

Q.  ^^Tormally  when  you  want  to  get  approval  of 
a  line  of  ajjpliances  for  a  client  of  yours,  do  you 
check  them  first  at  your  home  or  place  of  business? 

A.  Xo,  I  do  not.  I  never  do  any  testing  on  an 
appliance  until  it  is  officially  submitted  to  the  AGA 
labo2'atory,  and  then  the  laboratory  has  pro^dded 
facilities  for  carrying  on  these  preliminary  tests. 

Q.     That  is  in  the  manufacturers'  room? 

A.  In  the  manufacturers'  room.  They  give  three 
days  free  service  and  use  of  facilities,  and  after 
that  the  manufacturer  is  charged  $10  a  day  for  the 
use. 

Q.  You  take  them  into  the  manufacturers'  room 
and  you  test  them  yourself,  is  that  correct?  [917] 

A.     I  do. 

Q.  And  then  after  that  you  take  them  into  the 
laboratory  and  the  laboratory  checks  them? 

A.     That's  right. 

Q.  The  fact  that  you,  yourself,  have  passed 
these  things  before  you  take  them  into  the  AGA 
doesn't  satisf}^  the  City  of  Los  Angeles,  does  it? 

A.     Only  m  very  special  cases. 

Q.  Generally  it  doesn't  satisfy  any  of  these 
codes,  does  it  ? 

A.  No.  The  City  has  accepted  my  tests  out  in 
the  field  on  a  number  of  mdustrial  appliances. 

Q.  Where  does  the  AGA  take  temperatures  on 
these  appliances? 

A.  The  same  locations  where  we  made  these 
tests. 
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Q.     What  other  locations? 

A.  They  do  run  some  temperatures  on  the  back 
wall  above  the  header. 

O.  Rio^ht  above  the  notch  where  the  air  would 
be  coming  up  the  back  of  the  box? 

A.     That's  right. 

Q.     But  you  didn't  take  those  temperatures? 

A.     No,  we  didn't. 

Q.  Where  else  would  they  take  temperatures 
that  you  didn^t?  [918] 

A.     I  don't  know.  I  can't  recall  any  other  place. 

Q.  You  are  familiar  with  the  requirements,  are 
you  not? 

A.  I  am,  but  I  don't  think  there  are  any  other 
places. 

Q.  How  about  above  the  economizer  outlet 
grille? 

A.  They  go  all  the  way  up  the  eight-foot  height, 
wall,  yes. 

Q.     Do  you  know  the  height  of  that  outlet  grille? 

A.  No,  I  don't.  I  think  it  is  three  feet  above 
the  heater.  What  that  total  height  is  there,  I  don't 
recall. 

Q.     Wliat  is  the  height  of  a  normal  ceiling? 

A.     8  foot  6. 

Q.  Do  you  know  how  far  down  from  the  ceiling 
that  grille  is,  outlet  grille? 

A.  I  do  not.  We  didn't  have  it  in  a  room  so  I 
don't  know  exactly. 

Q.  Didn't  you  even  have  it  in  a  standard  test 
panel,  Mr.  Berry? 
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A.     We  did,  yes.  [919] 

Q.  Do  you  know  whether  temperatures  in  that 
area  above  the  economizer  outlet  grille  are  norm- 
ally very  high? 

A.  That  is  very  difficult  to  determine  that.  We 
tried  it  in  some  preliminary  tests,  but  we  threw 
them  out  for  the  reason  that  it  is  almost  impossi])le 
to  determine  the  true  temperature  of  that  outlet 
grille  because  you  are  getting  the  effects  of  radia- 
tion in  your  inside  flue. 

Q.  Would  you  say  temperatures  up  there  would 
be  as  high  as  300  degrees  above  room  temperature  ? 

A.     Xo. 

Q.     How  high? 

A.  Frankly,  I  don't  know  in  this  particular 
case. 

Q.     Would  it  have  been  200  degrees  above  room  ? 

A.  Yes,  I  think  I  would  say  that  it  was  prob- 
ably that  high.  But,  as  I  say,  it  is  almost  impossible 
to  determine  that. 

Q.  You  didn't  measure  it  for  these  tests,  did 
you? 

A.  We  attempted  in  some  very  preliminary 
tests  to  determine  that.  In  fact,  we  had  a  grille 
across  there  with  some  thermocouples,  and  we 
threw  all  those  tests  out  because  we  found  out  it 
didn't  mean  anything. 

Q.     Too  high,  is  that  it? 

A.  The  temperatures  were  too  high  because 
they  were  getting  direct  radiation  from  the  surface 
of  the  flue. 
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Mr.  Stanbur}"^ :  I  wonder  if  I  might  ask,  is  coun- 
sel talking  about  wall  temperature  or  air  tempera- 
ture? [920] 

Mr.  Heogh:    Wall  temperature. 

Mr.  Stan])ury:     The  witness 

Special  Master:  I  think  he  is  talking  about  the 
flue. 

Mr.  Stanbury:  He  is  talking  about  something 
else. 

The  AVitness:    Outlet  grille  temperature. 

Q.  (I>y  Mr.  Hoegh) :  No.  Wall  temperature 
above  the  outlet  grille. 

A.  Wall  temperatures  above  the  outlet  grille. 
Above  the  economizer  grille. 

Q.     Yes. 

A.  We  took  them  all  the  way  up  to  the  top 
there. 

Q.  It  doesn't  show  on  your  tests,  Mr.  Berr}^  I 
am  just  wondering  why.  What  did  they  show? 

A.  The  thermocouples  are  put  up  as  high  as  the 
AGA  laboratory  would  have  those  thermocouples. 

Special  Master:  What  is  that  box  there  that  has 
those  initials  N.M.L.  on  it,  above  it? 

The  Witness:  May  I  ask  Mr.  Newton  a  ques- 
tion ? 

Special  Master:  We  will  probably  get  to  him 
next. 

The  Witness:  I  believe  that  I  w^ould  like  to 
leave  that  up  to  Mr.  Newton  to  explain,  that  part 
of  the  construction.  I  took  the  heater  and  tiie 
wall 
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Q.  (By  Mr.  Hoegh)  :  You  followed  his  instruc- 
tion on  it,  is  that  correct? 

A.  T  tooJv  the  wall  just  as  it  was  and  set  it  \\-\) 
[921]  according  to  the  instructions  of  the  Coleman 
Company— Mr.  Grubl). 

Q.  I  thought  you  testified  that  you  set  it  up  in 
accordance  with  ACA  requirements  and  tested  it 
according  to  AGA  requirements,  both  as  to  tem- 
peratures and  efficiency. 

A.  This  board,  I  think,  comes  very  close,  if  not 
exactly,  according  to  AGA  construction,  and  I 
don't 

Q.  Well,  AGA  tests  from  floor  to  ceiling,  does 
it  not?  A.     Yes,  they  do. 

Q.     And  you  didn't? 

A.  I  would  have  to  refresh  my  mind  and  look 
at  some  photograp)hs. 

The  Witness:  Have  we  some  photographs  tliere 
to  show  exactly  how  high  those  were? 

Mr.  Stanbury:    Yes,  we  have. 

The  Witness :  To  show  how  higli  the  top  thermo- 
couples were? 

(Whereupon  the  viewer  was  handed  to  comi- 
sel  and  then  to  Special  Master  and  then  to  the 
witness.) 

The  Witness :  There  are  no  thennocouples  above 
tJie  top  register  of  the  economizer. 

Q.  (By  Mr.  Hoegh) :  Well,  my  question  is  that 
AGA  would  have  tested  temperatures  up  there, 
would  it  not,  Mr.  Berry? 
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A.  I  assume  that  they  originally  did  when  this 
was  approved.  [922] 

Q.  Do  you  know  the  purpose  of  the  top  half  of 
the  economizer  outlet  grille  on  the  Coleman  heater, 
Mr.  Berry,  the  way  that  is  formed  there? 

A.  Yes.  It  separates  the  discharge  of  the  eco- 
nomizer from  the  uxoper  section  of  the  area  in 
there. 

Q.     AVhat  is  the  purpose  of  the  upjoer  section? 

A.  The  upper  section  lets  a  certain  amount  of 
circulation  from  the  room. 

Q.     In  that  point?  A.     Yes. 

Q.  Do  you  know  the  reason  for  that  construc- 
tion? A.     Has  some  cooling  effect. 

Q.  That  takes  that  upper  portion,  takes  air 
from  the  room  and  dmnps  it  out  some  ]olace.  Do 
you  know  where  it  goes? 

A.     It  goes  wp  in  the  attic. 

Q.  Do  you  know  vvdiether  that  is  AGA  ap- 
proved, to  dump  room  air  into  the  attic  that  way? 

A.     Well 

Mr.  Stanbury:  Is  the  question  now  or  at  the 
time  this  heater  was  approved?  Do  you  mean  now? 

Mr.  Hoegh:  Well,  let's  start  with  the  time  of  the 
approi^al  covering  this  heater. 

The  Witness:  At  that  time  the  laboratory  was 
not  \'ery  nmch  concerned  about  a  certain  amount 
of  leakage  into  the  attic.  They  are  now.  [923] 

Q.  (By  Mr.  Hoegh) :  That  wouldn't  pass  AGA 
now,  is  that  correct? 

A.     No.   And  most  of  the   heaters   didn't.   Con- 
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sequently,  tliey  were  all  reapproved  this  last  year. 

Q.  Would  AGrA  approve  the  use  of  a  notch  in  a 
head  plate,  such  as  on  the  heater  you  tested,  under 
the  present  requirements,  or  under  the  '54  require- 
ments ? 

Mr.  Stan  bury:  I  am  thinking  to  thmk.  Wasn't 
our  last  approval  in  '53? 

I  am  objecting  to  '54  as  being  immaterial,  and 
confusing. 

Special  Master:  All  of  these  heaters  vv^ent  out 
under  the  first  set  of  regulations,  as  I  recall. 

Mr.  Stanbury:  That  is  correct,  yes.  And  they 
stopped  making  them. 

Special  Master:     Good  for  five  years. 

Mr.  Stanbury:  And  they  stopped  making  them 
before  the  five  years  expired.  That  is  correct. 

Special  Master:  Well,  the  two  which  were  ad- 
mitted into  evidence  were  those  approved  in  '51 
and  '53.  The  latest  we  had  was  '53.  I  think  that 
is  the  one  the  heater  was  approved  under. 

T  think  that  objection  would  be  good. 

Q.  (By  Mr.  Hoegh) :  Do  you  know  whether 
those  heaters  Vv^ere  designed  with  the  '54  require- 
ments in  mind,  Mr.  Berry? 

A.     I  don't  know.  [924] 

Q.  Now,  the  AGA  takes  temperatures  at  the 
back  of  the  economizer,  doesn't  it,  in  the  wall? 

A.     Yes,  they  do. 

Q.     And  you  didn't? 

A.  No,  for  two  specific  reasons.  First,  my  ex- 
perience with  wall  heaters  has  been  that  the  hot 
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spots  are  nearly  always  in  front  just  above  the 
header  plate.  If  you  correct  that  difficulty  you 
usually  have  no  difficulty  elsewhere.  Of  course,  in 
this  particular  case  it  would  have  been  imx)ossible 
to  get  any  legitimate  or  reasonable  test  in  trying  to 
measure  the  temperatures  there  because  of  the  very 
fact  of  cutting  off  the — sealing  oif  the  front  there 
with  the  tape,  and  you  also  cut  out  the  air  to  the 
back  of  the  heater;  consequently,  the  back  wall 
temperatures  would  have  been  x^robably  high  and 
entirely  misleading. 

Q.  I  thought  you  testified  that  was  your  first 
experience  with  a  heater  with  an  economizer,  Mr. 
Berry.  Isn't  that  true? 

A.     It  is  true,  yes. 

Q.  Wouldn't  that  upset  some  of  the  things  you 
gained  from  experience  with  other  heaters? 

A.  Well,  not  necessarily.  But  I  state  that  was 
my  general  experience  with  wall  heaters.  But  the 
other  reason  is  probably  more  pertinent  in  this 
particular  case,  that  in  the  process  of  sealing  off 
that  air,  we  closed  off  the  [925]  ventilated  air 
around  the  sides  and  back  of  the  economizer.  So 
any  results  there  would  have  been  entirely  mis- 
leading and  wouldn't  have  meant  anything. 

Q.  You  modified  the  heater  so  much  that  it 
couldn't  pass  AGA  around  the  back,  is  that  cor- 
rect? 

A.  We  didn't  have  in  mind  trying  to  modify  it 
at  all.  We  were  making  comparative  tests,  irre- 
spective of  any  AGA  requirements;   although  we 
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tried  to  run  most  of  the  tests  as  close  as  possible 

to  the  AGA  requirements. 

Q.  Your  experience  certainly  hasn't  included 
am^  temioeratures  u})  aroimd  outlet  grilles  x>i'ior  to 
this  case,  economizer  outlet  grilles  j)rior  to  this 
case  ? 

A.  ]^o.  But  I  have  had  a  great  deal  to  do  with 
measuring  temperature  and  I  know  the  effects  of 
radiation. 

Q.  Would  wall  temperatures  up  there  be  200 
degrees  above  room? 

A.  I  don't  know  what  they  would  be.  But  ap- 
parently they  weren't  under  normal  test  since  it 
was  passed  by  the  laboratory.  That  is  all  I  can  say. 

Q.  And  you  don't  know  the  effects  of  these 
modifications  on  the  heater  as  to  those  temxDera- 
tures  then,  do  you?  A.     No,  I  do  not. 

Q.  Did  you  run  any  of  these  tests — well,  first, 
do  you  Iviiow  a  Mr.  Fair  child? 

A.     Yes,  I  Ivuow  him  very  well.  [926] 

Q.  Did  you  rmi  any  of  these  tests  in  comiection 
with  this  Mr.  Fairchild? 

A.     No,  I  did  not. 

Q.  Do  you  know  whether  or  not  he  ran  any 
such  tests  similar  to  yours  on  these  heaters? 

A.  I  do  not  know.  I  might  mention  that  the 
setu})  of  this  heater  and  all  the  equipment  is  still 
set  up,  and  I  feel  so  confident  of  the  results  on  the 
efficiency  test  that  they  can  be  checked  any  time 
and  I  feel  quite  sure  that  results  will  be  simihir 
to  what  we  have  presented  here. 
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Q.  Mr.  Berry,  do  yon  know  whether  the  Ameri- 
can Gas  Association  will  let  yon  interconnect  the 
air  space,  or  form  a  condnit  between  the  air  com- 
ing ont  the  main  discharge  grille  of  the  heater — 
that's  aronnd  in  the  lower  panel  there — and  the 
panel  side  rails,  as  we  call  them? 

Mr.  Stanbnry:  Objection.  That  is  immaterial.  It 
apparently  refers 

Special  Master:  I  don't  think  I  nnderstand  this 
cjnestion,  Mr.  Hoegh. 

Will  yon  read  the  qnestion? 

Mr.  Hoegh:    Perhaps  I  can  rephrase  it. 

Mr.  Stanbnry:  My  objection  is  that  it  apx)ar- 
ently  is  in  the  present  tense.  That  is  my  objection. 

Special  Master:  I  don't  think  I  followed  the 
question. 

Mr.  Hoegh:    Perhaps  we  had  better  start  over. 

Q.  (By  Mr.  Hoegh)  :  Wasn't  it  your  testimony 
this  morning,  Mr.  Berry,  that  any  air  coming  up 
aronnd  inside  the  panel  between  the  panel  and  the 
wall  would  be  discharged  into  the  room  through 
the  main  outlet  grille  of  the  heater? 

A.  Well,  I  don't  know  that  I  expressed  it  cjuite 
that  way.  That  discharge,  I  think,  would  he 
through  tlie  side  louvers  on  the  side  of  the  panel 
there. 

Q.  You  weren't  talking  about  those  this  morn- 
ing, w^ere  you? 

A.  Maybe  I  didn't  quite  imderstand  your  ques- 
tion. There  is  some  leakage  there,  but  there's  a 
projection  on  that  front  panel  that  slips  over  the 
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edge  of  the  toj^  part  of  the  heatmg  element  there. 
I  mean,  the  inside  casing  that  probal^ly  makes  that 
joint  fairly  tight. 

Q.     You  didn't  recall  that  this  morning,  did  yon  ? 

A.  Yes.  I  may  have  mismiderstood  your  ques- 
tion, or  not  answered  it  quite  in  detail,  specific 
detail. 

Q.  Your  testimony  was  that  that  air  was  dis- 
charged out  into  the  room  through  the  main  out- 
let grille,  as  I  recall  it  this  morning,  Mr.  Berry. 

A.  TYell,  I  was  in  error.  I  answered  too  hastily 
then,  if  I  did,  because  I  helped  put  that  front 
casing  on  there  to  the  heating  element  there,  and 
I  should  have  recalled  that  that  was  a  fairly  snug 
fit  there. 

Q.  So  that  the  air  coming  up  in  those  j)anel 
side  [928]  rails  would  not  be  discharged  into  the 
room.  Is  that  your  testimony  ? 

A.  It  would  be  discharged  in  the  room,  but 
probably  be  discharged  through  the  louvers  on  each 
corner,  or  on  the  upper  side,  side  of  the  upper 
section  of  the  front  i3anel. 

Q.  Normally,  that  was  two  panel  side  rail  chan- 
nels which  are  connected  with  the  area  around  the 
sides  of  the  lower  box,  is  that  right? 

A.     Yes. 

Q.  But  you  sealed  that  off  to  i^revent  any  in- 
terflow of  air  between  those  areas,  is  that  correct? 

A.    Yes,  we  did. 

Q.  When  you  take  a  heater  into  the  AGA 
la])oratory,  Mr.  Berry,  any  variations  over  the  90- 
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degree  limit  of  rise  in  wall  temperatures  are  rather 

strictly  adhered  to,  aren't  they? 

A.  Rather  strictly  now,  yes.  There  is  a  little 
tolerance;  occasionally,  I  don't  think  they  would 
hold  you  up  for  a  few  degrees  in  a  few  spots.  But, 
strictly  reading  the  specifications,  why,  there  is  no 
tolerance  in  there. 

Q.  Have  you  found  in  your  work  before  the 
AGA  that  generally  it  is  required  to  have  separate 
air  passages  between  heating  elements  and  the  sur- 
rounding wall  spaces? 

A.  It  isn't  required,  but  that  is  the  only  way 
that  most  manufacturers  find  it  possible  to  get  by 
on  the  wall  temperatures,  to  have  that  circulating 
space  between  the  wall  [929]  and  the  element  by 
means  of  a  flange  or  some  projection  attached  to 
the  side  of  the  casing. 

Q.  The  way  you  have  modified  these  heaters  in 
an  attempt  to  seal  off  certain  areas,  you  have  a 
rather  large  surface  connection  there,  don't  j^ou, 
between  the  heater  and  the  wall?  A.     Yes. 

Q.  That  certainly  wouldn't  be  approved  by 
AGA,  would  it? 

Mr.  Stanbury:  You  mean  now  or  then?  If 
there  is  any  difference. 

Mr.  Hoegh:    Then.  I  assume  there  would  be. 

The  Witness:  It's  conceivable  that  the  conduc- 
tion of  heat  along  a  solid  metal  member  going  to 
the  wall  would  conduct  enough  heat  there  so  that 
the  temperature  might  be  too  high. 

Q.    (By  Mr.  Hoegh)  :    Do  you  know  of  any  way 
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that  a   comimnj  could   make   a  heater   so   that  it 
would  have   this   construction,   with  this   foil  that 
you  have  used  to  modify  these  heaters? 

A.  Well,  I  am  not  a  sheet  metal  worker.  I  don't 
Imow  just  how  I  would  fabricate  it,  but  I  can  con- 
ceive there  would  be  ways  of  doing  it.  Whether  it 
be  a  very  practical  way  or  not,  I  don't  know. 

Q.  You  have  variations  in  stud  width  to  con- 
tend with.  That  would  be  one  of  the  problems, 
would  it  not?  A.     Yes. 

Q.  You  would  have  variation  in  the  spacing  be- 
tween [930]  studs  to  contend  with,  wouldn't  you? 

A.     That  is  true. 

Special  Master:  On  these  temperature  charts 
here,  you  took  the  temperature  on  l^oth  the  front 
and  back  of  the  stud? 

The  Witness :  The  thermocouples  go  in  the  studs 
from  the  outside.  The  ends  are  tiu^ned  over,  flush 
with  the  studs,  yes.  So  there  are  two  rows  of 
thermocouples  the  way  do^vn. 

Special  Master:  That  is,  you  got  a  reading  on 
both  sides? 

The  Witness:     Yes.   On  the  iimer  side  of  each 
studding  going  do^^^i,  yes,  on  the  side  of  the  heater. 
Special  Master:     That  is  what  you  call  the  back 
and  front?  Is  that  the  way  you  Avould  express  it, 
as  far  as  the  heater  fitting  in  there  is  concerned? 
(Discussion  between  Special  Master  and  wit- 
ness outside  the  hearing  of  the  reporter.)  [931] 
Special  Master:    Is  there  a  question  pending? 
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Mr.  Hoegh:  No,  there  is  not,  your  Honor,  unless 
you  asked  it. 

Special  Master:    No. 

Q.  (By  Mr.  Hoegh)  :  Mr.  Berry,  going  back  to 
that  area  above  the  economizer  outlet  grille,  liave 
you  ever  examined  any  Coleman  installation  in- 
structions to  determine  how  far  down  from  the 
ceiling  that  grille  is?  A.     I  have  not. 

Special  Master:     Can't  you  agree  on  that? 

Mr.  Tilton:  We  are  under  the  impression  that 
it  is  in  the  record.  Mr.  Newton  says  that  the  record 
contains  a  copy  of  the  Coleman  installation  instruc- 
tions, but  I  don't  have  the  exhibit  number  in  mind 
at  the  moment.  We  can  find  it. 

Special  Master:  Could  we  have  it  approxiinately? 
Is  it  a  foot,  or  six  inches,  or  tv/o  feet? 

About  a  foot,  15  inches,  something  of  that  kind? 

Mr.  Newton:    Yes. 

Mr.  Hoegh:  I  think  that  would  be  approximately 
correct. 

Special  Master:  You  both  have  seen  these.  I 
have  never  seen  one  of  the  real  ones.  Al.'  I  have 
seen  are  photographs.  But  it  would  vary  a  little 
according  to  the  height  of  the  ceiling? 

Mr.  Stanbury:    That  is  what  I  would  think. 

Special  Master:  You  can't  tell  from  a  photo- 
graph   [932] 

Mr.  Newton:     It  is  80  inches  from  the  floor. 

Mr.  Stanbury:    To  the  top? 

Mr.  Tilton :    To  the  bottom. 
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Special  Master:  That  is,  the  air  outlet  grille, 
80  inches  to  the  bottom  of  that  air  outlet  grille? 

Mr.  Tilton:    Yes. 

I  loimd  the  exhibit,  your  Honor.  It  is  No.  28  in 
the  record. 

Special  Master:    In  the  original  record? 

Mr.  Tilton:    Yes. 

Q.  (By  Mr.  Hoegh)  :  In  your  work  as  a  con- 
sultant, Mr.  Berry,  or  in  your  experience  as  an  en- 
gineer, can  you  conceive  of  any  reason  for  the 
structure  of  the  top  of  that  outlet  grille,  econo- 
mizer outlet  grille,  except  to  take  care  of  a  very 
dangerous  condition  at  that  point? 

A.  Well,  construction  of  somewhat  similar  na- 
ture is  used  quite  frequently  to  direct  the  air  or 
products  in  a  certain  direction.  I  would  say  that 
if  the  products  escaping  from  that  economizer  were 
extremely  hot,  by  spilling  them  somewhat  below 
the  top  there,  that  there  would  be  less  heat  piled 
up  near  the  top,  yes. 

Q.     The  products  aren't  spilled  at  all,  are  they? 
A.     I  mean  the  heat,  the  warm  air  coming  out 
of  there. 

Q.  How  about  the  top  half  of  the  economizer 
[933]  outlet  grille,  would  that  be  used  to  alleviate 
an  extremely  high  wall  temperature  ? 

A.  Any  circulation  of  air  you  might  have  up 
there  naturally  would  reduce  the  temperature  of 
the  wall. 

Q.     Wouldn't  you  presume  from  looking  at  that 
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structure,  that  that  was  what  that  was  for,  the  top 

of  that  economizer  outlet  grille? 

Mr.  Stanbury :    Pardon  me  for  interrupting  here. 

When  we  refer  to  the  top  of  the  economizer  out- 
let grille,  are  we  talking  about  the  top  of  that  part 
that  is  an  outlet,  or  the  top  of  the  whole  grille'? 

Mr.  Hoegh:  The  top  of  the  whole  grille  I  am 
referring  to. 

Mr.  Stanbury:    I  am  objecting  to  that. 

Special  Master:    You  mean  above  the  outlet? 

Mr.  Hoegh:    Yes. 

Mr.  Stanbury:  I  object  to  that,  l^ecause  it  as- 
sumes it  is  an  outlet  grille  by  referring  to  it  as  the 
top  of  the  outlet  grille. 

Special  Master:  There  is  no  grille  there,  is  there? 

Mr.  Hoegh:  The  portion  that  I  am  referring  to 
— as  I  have  understood  our  nomenclature,  the  en- 
tire grille  was  an  outlet  grille. 

Mr.  Stanbury:     No,  sir. 

Mr.  Hoegh:  And  the  outlet  is  shown,  and  the 
inlet  is  [934]  just  directly  above  that. 

Mr.  Stanbury:  No.  The  outlet  grille  is  where  it 
is  marked  Air  Outlet,  and  the  top  part  is  an  inlet. 

Q.  (By  Mr.  Hoegh)  :  Have  you  understood  what 
I  have  meant  when  I  have  talked  about  the  top 
of  an  economizer  outlet  grille,  Mr.  Berry?  Have 
w^e  been  talking  about  this  area  up  here  above  the 
plate  that  extends  through  the  middle  of  the  econ- 
omizer and  out  through  the  economizer  outlet 
grille? 
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A.  Well,  I  assume  that  you  are  talking  about 
the  very  extreme  top  of  that  grille  there. 

Special  Master:    That  is  actually  divided? 

The  Witness:     That  is  divided,  yes. 

Mr.  Stanbury:  You  can  see  it  on  the  photo- 
graph, if  you  wish,  your  Honor.  Exhibit  8-A  to  -E 
shows  the  division  line. 

Q.  (By  Mr.  Hoegh) :  In  your  experience,  Mr. 
Berry,  can  you  conceive  of  any  reason  for  that  ex- 
cept to  alleviate  a  very  high  temperature  around 
that  grille,  or  in  the  wall  above  that  grille? 

A.  Unquestionably  there  is  a  relief  there,  yes. 
Just  how  much  circulation  you  get  above  that  par- 
tition there  up  through  the  wall  there  depends  upon 
the  openness  of  the  structure  above  there.  Even  if 
that  wasn't  open,  experience  has  shown  that  a  cer- 
tain amount  of  circulation  in  that  area  might  have 
some  cooling  effect.  But  if  you  have  some  relief 
up  in  the  attic  so  that  tlie  room  air  can  get  into  that 
area  [935]  above  that  partition  of  the  v/all,  natu- 
rally it  mil  cool  that  down. 

Q.  Wouldn't  you  normally,  then,  have  taken  the 
temperatures  in  that  area  above  the  hole  of  the 
economizer  outlet  grille,  checked  those? 

A.  I  suppose  if  we  were  preparing  this  for  sub- 
mission to  the  laboratory,  we  would  have  had  to  do 
that,  but  since  these  were  strictly  comparative  tests 
and  we  had  no  question  in  our  mind  but  this  had 
been  approved  as  originally  constructed,  why,  we 
had  no  particular  occasion  to  investigate  every  por- 
tion of  that  grille  or  area. 
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Q.  Did  any  of  these  temperatures  which  you 
did  take  show  temperatures  which  would  not  have 
passed  the  American  Gas  Association  requirements  % 

A.  Yes,  sir,  there  were  a  number  of  places  in 
this  top  panel.  And  there  may  have  been  a  few  in 
the  wall  temperatures.  I  don't  think  there  were. 
But  certainly  there  were  a  few  spots  up  there  in 
that  panel  in  front  of  the  economizer  that  were  a 
little  over  the  AGrA  requirements. 

Mr.  Hoegh :    I  have  nothing  further,  your  Honor. 

Mr.  Stanbury:  I  have  a  couple  of  questions,  very 
quickly. 

Redirect  Examination 

Q.  (By  Mr.  Stanbury)  :  Concerning  your  testi- 
mony this  afternoon  as  to  what  [936]  you  did  to 
this  heater,  or  what  you  could  have  done  to  the 
heater  to  increase  the  efficiency,  did  you  in  any  of 
these  tests  notice  any  difference  in  the  way  the 
heater  performed  when  you  let  the  wall  space  air 
aroimd  the  lower  box  into  the  economizer  from 
when  you  kept  it  out  altogether? 

A.     No,  I  did  not. 

Q.  When  you  had  that  back  wall  space  air 
sealed  out  of  the  economizer,  was  some  of  it  con- 
tinuing to  pass  up  the  wall,  back  wall  space,  to 
the  attic? 

A.  Yes,  a  certain  amount  went  up  through 
there. 

Q.  Who  is  this  person  Fairchild  to  whom  refer- 
ence was  made  that  you  said  you  know? 
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A.  He  is  another  consultant  Tdth  a  great  deal 
of  experience  in  gas  appliances. 

Mr.  Stanbury:    I  have  no  further  questions. 

Recross  Examination 

Q.  (By  Mr.  Hoegh)  :  Mr.  Berry,  have  you  foimd 
in  your  experience  with  wall  heaters  that  you  can 
make  any  changes  in  the  air  flows  of  those  heaters 
without  a:ffecting  the  operation  of  the  heater 
throughout  ? 

A.  Well,  there  is  a  case,  again,  as  to  how  much 
change.  JSTaturally,  the  air  flow  over  a  heater  is  very, 
very  important,  and  the  better  contact  you  have 
with  the  air  and  [937]  the  combustion  chamber,  or 
the  heating  element,  the  better  it  is,  because  you 
have  such  a  very  small  amomit  of  heating  surface 
there.  It  is  really  ridiculous  that  you  can  get  l\v 
with  that  small  amount  of  heating  surface  with 
a  35,000  BTIJ  heater.  So  that  the  air  flow  is  im- 
portant. Just  how  much  change  you  make,  to  make 
any  material  change,  naturally  it  is  going  to  change 
your  results. 

Q.  As  I  understand  your  testimony,  it  is  par- 
ticularly important  because  of  the  small  size  of 
these  heaters,  the  small  heat  exchange  surfaces  that 
you  have?  A.     That's  right. 

Q.  Would  you  say  that  modifications  that  you 
make  to  increase  the  efficiency  on  one  kind  of 
heater  vrould  apply  to  a  different  kind  of  heater 
where  there  were  different  air  flow  patterns? 

A.     There  is  a  considerable   similaritv  now.   So 
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many  have  copied  each  other  that  many  of  the 
heating  elements  are  almost  identical  so  that  tlie 
same  changes  would  probably  apply.  But  there  are 
different  types  and  modifications  that  would  have 
to  be  different  for  different  heat  exchangers. 

Q.  With  each  set  of  appliances  you  have  an  ini- 
tial set  of  problems,  don't  you? 

A.  That  is  right,  every  one  is  to  some  extent 
different. 

Q.  Yfould  those  same  considerations  apx)ly  to 
any  other  [938]  of  Coleman's  wall  heaters,  the  Dual 
Line,  35  Dual,  45  Dual? 

A.  I  wouldn't  be  prepared  to  say  anything  on 
that.  I  have  just  probably  barely  seen  the  35  Cole- 
man. I  have  no  definite  recollection,  even,  of  v*^hat 
it  looks  like. 

Mr.  Hoegh:     Nothing  further. 

Mr.  Stanbury :    Nothing  further,  Mr.  Berry. 

Special  Master:  You  may  step  down.  We  will 
take  our  recess  before  we  2:0  on. 


&' 


(Recess  taken.)   [939] 


*  *  *  * 
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called  as  a  witness  by  the  defendant,  being  first 
sworn,  was  examined  and  testified  as  follows : 

Special  Master:  Be  seated.  Give  me  your  name 
and  address,  please. 

The  Witness:  Alwin  B.  Xewton,  3511  Elmwood 
Drive,  Wichita,  Kansas.  [940] 

Direct  Examination 
Q.     (By  Mr.   Stanbury)  :     Mr.  Newton,  what  is 
your  occupation? 

A.  I  am  vice-president  of  the  Coleman  Com- 
pany in  charge  of  design  and  research. 

0.     How  long  have  you  been  in  that  position? 

A.     Somewhat  over  four  years. 

Q.     What  is  your  profession? 

A.     I  am  a  mechanical  engineer. 

Q.     Wliat  is  your  education? 

A.  I  graduated  from  Syracuse  University  in 
mechanical  engineering,  and  then  from  Massachu- 
setts Institute  of  Technology  afterwards  with  a 
master's  degree  in  mechanical  engineermg. 

Q.  And  will  you  tell  us  of  your  professional 
experience? 

A.  Yes.  I  worked  for  the  General  Electric  Com- 
pany in  Lynn,  Massachusetts,  for  approximately  a 
year  m  their  turbine  research  department.  Then  for 
York  Corporation,  York,  Pennsylvania,  for  some- 
what over  four  years  in  their  development  depart- 
ment. 

I  left  there  as  an  assistant  head  of  their  devel- 
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opment  department.  And  then  for  about  eight  years 
I  was  with  Minneapolis-Honeywell  as  manager  of 
their  refrigeration  division  in  Minneapolis,  Minne- 
sota; after  which  I  was  chief  engineer  of  Chrysler 
CorxDoration  Airtemp  Division  in  Dayton  [941]  for 
some  four  and  a  half  years. 

Then  I  went  to  Acme  Industries  in  Jackson, 
Michigan,  for  one  year  as  director  of  sales;  after 
which,  by  previous  contemplation,  I  became  vice- 
president  in  charge  of  engineering.  I  was  with  them 
a  total  of  somewhat  over  four  years.  And  from 
there  I  came  to  Coleman. 

Q.  Since  you  have  been  at  Coleman  what  has 
your  experience  and  function  been'? 

A.  I  first  came  as  chief  design  engineer,  know- 
ing of  the  potential  retirement  of  the  then  vice- 
president  in  charge  of  design  and  research,  whose 
place  I  took. 

I  am  a  member  of  the  Board  of  Directors  and  of 
the  Executive  Committee  and,  of  course,  of  the  vari- 
ous steering  committees  that  direct  the  activities  of 

the  company.   [942] 
***** 

Q.  (By  Mr.  Stanbury) :  Now,  will  you  explain, 
in  detail,  what  you  show  on  this  overlay? 

A.  Yes.  This  overlay  shows  one  of  the  methods 
by  which  the  heater  could  have  been  redesigned  to 
eliminate  the  pink  air  from  the  economizer  com- 
pletely. What  we  have  done  in  this  case  is  to  ilhis- 
trate  the  economizer — let  me  say  first,  from  here 
down  there  is  no  change  in  the  lower  box,  so  we 
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can   eliminate   that   from   our   discussion.   All   the 

chansres  occur  above  that. 

And  what  we  have  done  is  to  change  the  inlet  so 
that  we  have,  by  use  of  a  solid  header  plate  across 
here,  with  no  ventilation  whatever,  and  by  making 
that  adapted  to  communicate  [977]  directly  with 
the  air  economizer  inlet  and  providing  a  bottom 
plate  so  that  the  pink  air  is  completely  excluded 
from  this  area  above  the  header  plate  and  the  bot- 
tom of  the  air  inlet,  we  have  no  communication 
v/hatever  between  the  pink  and  the  room  air  which 
is  shown  as  orange.  To  do  that  v^e  have  split  the 
upper  part  of  the  casing  into  two  pieces,  which  is 
a  simple  thing  to  do,  so  that  the  upper  part,  a 
point  just  two  or  three  inches  below  the  top,  up 
through  the  area  that  includes  the  room  air  inlet 
grille  is  a  separate  piece  and  is  installed  at  the 
same  time  the  economizer  is.  Preferably  it  could  be 
installed  later,  but  it  would  probably  be  installed 
at  the  same  time  the  economizer  is  installed. 

And  here  I  have  illustrated  an  adjustable  joint, 
because  there  are  differences  in  the  space  from  the 
front  face  of  the  wall  back  to  the  back  side  in  here 
where  the  back  of  the  header  plate  has  to  com- 
municate with  the  rear  inner  wall.  And  that  ad- 
justment is  simply  taken  care  of  by  moving  this 
in  and  out  here  (indicating). 

Now,  those  are  the  changes  we  would  make  in 
the  heater. 

Q.  All  right.  Now,  how  would  that  design  com- 
pare with  the  heater  used  on  the  tests  made  for 
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September  3rd  and  September  15tli  insofar  as  the 

wall  temperatures  and  the  efficiency  are  concerned? 

A.  Well,  we  know  that  this  type  of  thing  makes 
no  measurable  difference  in  efficiency;  that  is,  as 
we  get  more  [978]  air  from  the  room  in  here,  the 
changes,  if  any,  are  in  the  direction  of  a  slightly 
higher  efficiency.  But  they  are  so  minor  that  for 
all  practical  purposes  you  get  the  same  efficiency 
that  you  would  have  had  with  the  same  heater  be- 
fore. 

As  far  as  the  temperatures,  our  tests  that  we  took 
on  September  15th,  and  other  dates,  show  that  the 
more  we  can  exclude  the  air  from  below,  such  as 
the  pink  air  which  is  a  heated  air,  from  the  econ- 
omizer inlet,  the  more  we  use  the  low  temperature 
from  the  room  itself  through  the  economizer,  the 
lower  are  going  to  be  all  of  these  v/all  tempera- 
tures. And  our  data  shows  that,  as  w^e  took  out 
the  little  bit  of  air  that  leaked  in  from  the  pink 
area,  the  wall  temperatures  went  dow^n  in  this 
upper  area.  Actually,  in  this  design  they  go  down 
much  more  because  we  are  also  excluding  the  brown 
air  from  the  economizer.  And  that's  a  heated  air, 
also. 

Q.  What  would  be  your  opinion,  sir,  as  to 
whether  a  heater  designed  as  that  one  is  would 
perform  so  as  to  comply  with  the  AGA  require- 
ments as  they  were  in  1953? 

A.  It  would  have  certainly  complied,  and  would 
certainly  have  passed  any  AGA  test  that  the  orig- 
inal heater  passed. 
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Q.  In  1953  Tvere  you  aware  of  any  AGA  re- 
quirement, or  requirement  at  all,  against  permit- 
ting the  pink  air,  the  back  wall  air  to  flow  in  the 
wall  space  all  the  way  to  the  attic'?  A.     No. 

Q.  Was  that  question  raised  in  connection  with 
the  Coleman  heater?  [979] 

A.     Not  to  the  best  of  my  knowledge. 

Q.  What  retooling  would  be  involved  in  switch- 
ing from  the  infringing  heater  to  a  heater  designed 
such  as  you  have  just  indicated  with  your  overlay 
there  ? 

A.  Well,  we've  made  some  estimates  of  what 
our  retooling  costs  and  so  forth  all  through  the 
organization  would  have  been,  and  the  total  retool- 
ing, which  includes,  of  course — we  call  them  the 
"new  literature"  and  so  forth  or  sales  retooling, 
which  includes  that  kind  of  thing — ^would  be  about 
$7500. 

Q.     How  many  dies  do  you  have  to  change? 

A.  There  is  one  basic  large  die  that  has  to  be 
changed,  and  that  is  the  die  that  makes  this  whole 
outer  casing.  And  we  have  to  have  a  new  die  to 
form  this  |)iece,  this  piece  being  the.  new  piece  with 
the  room  air  return  grilles  in  it  in  front  of  the 
economizer.  And  that  new  die  there  would  prob- 
ahly  be  made  from  what  we  cut  off  of  the  old  die, 
at  least  the  male  part  of  it,  and  female  parts  of 
it  would. 

Q.  How  long,  in  your  opinion,  would  be  re- 
quired to  do  that  redesigning,  retooling  and  get  the 
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AGA  approval  and  get  the  thing  on  the  market  as 

redesigned  ? 

A.  Well,  relating  it  to  the  things  we  were  doing 
at  the  time  and  the  type  of  testing  we  would  have 
to  do,  [980]  it  would  be  done  in  less  than  three 
months. 

Q.  Do  you  know  whether  AGA  does,  or  did  at 
that  time,  make  any  allowance  whatsoever  to  expe- 
dite matters  which  were  in  some  state  of  emer- 
gency ? 

A.     They  did  then,  and  they  do  still. 

Q.  That  is,  put  them  through  somewhat  faster 
than  the  normal  routine? 

A.  Any  manufacturer  who  has  a  real  emergency 
need  for  quick  service  gets  it. 

Q.  Now,  would  that  heater,  as  redesigned,  put 
any  hot  metal  in  contact  with  the  wall  or  stud 
spaces  ? 

A.  No.  We  haven't  changed  anything  down  be- 
low here  (indicating).  We  have  exactly  the  same  con- 
tact of  just  the  one  header  plate,  which  we  had 
before;  and  that's  no  problem. 

Q.  I  mean,  does  it  put  any  hot  metal  in  contact 
with  the  wall  or  stud  spaces'?  A.     No. 

Q.  Would  that  redesign  be  adjustable  to  varia- 
tions in  stud  space  dimension? 

A.     Yes,  it  will. 

Q.     How? 

A.  Because  of  the  adjustable  joint  which  is 
shown  here,  where  the  inlet  hood,  as  it  might  ])e 
called — what  was  formerly  the  top  of  the  casing — 
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and  the  rest  of  the  duct  that  takes  the  air  from 
the  room  into  the  economizer,  [981]  is  showai  with 
a  slit  joint  into  the  iiilet  of  the  economizer  so  it 
can  be  moved  in  and  out  to  take  care  of  wall  vari- 
ations. 

Q.     Is  it  adjustable  to  variations  in  wall  thick- 
ness? A.    Yes,  it  is. 

Q.     How? 

A.  Mainly  the  variation  in  wall  thickness,  or  in 
the  material  of  the  front  wall 

Q.  I  thought  that  was  where  the  wall  thickness 
problems  exist.  If  I  am  wrong — — 

A.     There  are  two  places 

Q.     All  right. 

A.    if  I  may  say  so,  where  the  wall  thickness 

problem  does  exist.  One  is  the  thickness  of  a  stud, 
w^hich  is  three  and  five-eighths  inches,  a  standard 
stud;  but  in  some  areas  there  is  a  practice  of  cut- 
ting them  do^^m  to  save  wood.  And  then  there  is 
also  a  variation  in  the  thickness  of  the  front  Avail 
itself.  And  since  we  are  concerned  with  the  dimen- 
sion that  is  made  out  of  the  stud  dimension  plus 
the  wall  thickness  dimension,  we  have  to  proAT.de 
this  A'ariation  that  I  just  described ;  and  it  proAT.des 
for  both  of  those  things. 

Q.  Starting  in  May  of  1953,  if  you  redesigned 
this  heater  as  you  have  indicated,  do  you  believe 
that  you  could  have  had  the  redesigned  device  on 
the  market  by  September  1st  of  that  year  ? 

A.     I  Avould  certainly  expect  to,  yes.  [982] 

Q.     Now,  can  you  tell  us  whether  what  you  have 
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described  as  a  redesign  of  the  economizer  of  this 
heater,  whether  that  was  also  adaptable,  was  adapt- 
able to  both  the  four  foot  and  three  foot  economiz- 
ers, or  only  to  one? 

A.  It  conld  have  been  made  with  either  econo- 
mizer. The  difference  in  length  is  at  the  top. 

Q.  Now,  when  you  designed  this  chute — when 
did  you  design  the  chute? 

A.  July  of — June  and  July  of  1956  is  when  it 
was  designed. 

Q.  At  that  time  did  Coleman  have  its  plans  for 
the  kind  of  heater  which  is  now  put  out  by  it? 

A.     Yes,  surely. 

Q.  Were  you  attempting  to  redesign  the  heater 
when  you  designed  the  chute? 

A.     No,  I  was  not. 

Q.     What  were  you  attempting  to  do? 

A.  Well,  actually,  I  was — what  I  was  attempt- 
ing to  do  was  to  take  care  of  all  heaters  as  they 
then  existed  in  our  stocks  and  in  our  branch  stocks 
and  our  distributors'  stocks,  for  that  matter,  to 
provide  a  device  which  I  thought  would  eliminate 
the  infringement.  I  was  trying,  really,  to  carry  out 
what  I  thought  the  wishes  of  the  court  were,  and 
do  it  ahead  of  the  time  we  actualy  had  to. 

Q.  You  were  attempting  to  apply  something 
which  you  [983]  thought  would  do  the  job  to  the 
heater  design  already  in  use? 

A.     Yes,  that  is  correct. 

Mr.  Stanbury:    I  will  offer  the  overlay  that  has 
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just  been  used  by  the  witness  as  Defendant's  Ex- 
hibit BB. 

Special  Master :    It  will  be  received.  [984] 
***** 

Q.  (By  Mr.  Stanbury)  :  What  kind  of  a  wall 
heater  is  Coleman  now  making? 

A.  We  are  making  a  single  stud  space  heater 
in  sizes  which  run  from  25,000  BTU  in  the  smaller 
size  now  up  to  62,500,  I  believe  it  is,  in  the  largest 
size. 

We  have  one  of  the  largest  big  heaters  that  is 
on  the  market. 

Q.     Are  they  single  stud  space? 

A.     Yes,  they  are  all  single  stud  space. 

Q.     Do  they  have  economizers? 

A.     No,  they  do  not. 

Q,     I  assume  it  has  AGA  approval? 

A.     Yes,  sir. 

Q.  How  does  its  function  compare  with  the  in- 
fringing heater  with  the  economizer? 

A.  Its  function  is  similar  as  far  as  heatmg  the 
room  and  whatnot.  It  does  a  better  job  of  heating 
than  any  of  the  older  heaters  did. 

We  have  provided  for  more  air  circulation  in  the 
heater,  and  therefore  get  more  circulation  within 
the  room  than  we  ever  got  with  the  previous  models 
with  the  economizer. 

Q.  When  did  Coleman  begin  to  put  that  model 
on  the  market?  [1004] 

A.     1957  right  after  the  first  of  the  year.  [1005] 

***** 
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Cross  Examination  ***** 

Q.  (By  Mr.  Hoegh) :  Mr.  Newton,  have  you 
ever  actually  built  a  heater  such  as  you  have 
shown  in  Exhibit  BB,  with  the  lower  part,  as  well? 

A.     No,  not  exactly  like  that. 

Q.  Obviously  then,  too,  you  don't  have  AGA  ap- 
proval on  that  kind  of  a  heater? 

A.  No,  I  don't  believe  I  said  we  did.  My  com- 
ment this  morning  was  that  the  tests  that  we  have 
run  indicate  that  the  more  we  go  in  this  direction 
the  lower  our  upper  w^all  temperatures  and  the 
more  simpler  it  becomes  to  get  AGrA  approval. 

•5f     *     *     *     * 

[Endorsed] :  Filed  February  10,  1958. 
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Honorable  William  C.  Mathes,  Judge  Presiding. 
Appearances:  For  the  Plaintiff:  Christie,  Parker 
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&  Hale;  By:  C.  Russell  Hale,  Esq.;  Richard  B. 
Hoegh,  Esq.;  and  Ashley  Stewart  Orr,  Esq.,  595 
East  Colorado  Street,  Pasadena  1,  California.  For 
the  Defendant:  Parker,  Stanbury,  Reese  &  McGee; 
Dawson,  Tilton,  Fallon  &  Lungmus;  By:  Rajnuond 
Stanbury,  Esq.  and  Timothy  Tilton,  Esq.,  315  West 
9th  Street,  Los  Angeles  15,  California.  [1]* 

The  Clerk:  Case  No.  213-57- WM,  The  Siegler 
Corporation  vs.  The  Coleman  Corporation. 

The  Court:  Are  you  going  to  say  something 
more  than  you  said  in  the  voluminous  memoranda, 
Mr.  Hoegh? 

Mr.  Hoegh:  Your  Honor,  I  won't  say  that  it 
will  be  more.  I  would  like  to  emphasize  a  couple  of 
points. 

The  Court:  All  the  talk  is  about  Claim  2.  Isn't 
there  a  Claim  1  in  the  patent? 

Mr.  Hoegh:  There  is,  your  Honor;  but  through 
the  admissions  of  the  defendant  that  claim  is  not 
in  issue  in  this  case. 

The  Court:  Well,  the  first  thing  we  should  set- 
tle then  is  what  is  before  the  court  on  this  particu- 
lar motion.  Is  it  stipulated  that  everything  that  is 
in  the  file  as  of  this  date  is  before  the  court  on 
this  motion? 

Mr.  Hoegh :    I  assume  so,  yes,  your  Honor. 

The  Court:    Is  that  agreed,  Mr.  Stanbury? 

Mr.  Tilton:  I  assume  you  are  referring  to  the 
depositions  that  have  been  taken  and  other  material. 

Mr.  Hoegh:    Yes. 


*  Page  numbers  appearing  at  top   of  page  of  Reporter's  Tran- 
script   of    Record. 
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Mr.  Tilton:    I  see  no  objection  to  that. 

The  Court:  Well,  I  haven't  read  any  of  the 
depositions.  I  never  look  at  the  interrogatories  or 
requests  for  admissions  [2]  prior  to  the  time  that 
counsel  are  prepared  to  discuss  them  or  until  coun- 
sel agree.  I  treat  the  interrogatories  and  the  re- 
quests for  admissions  the  same  as  I  would  deposi- 
tions. I  never  go  into  them  in  advance,  but  if  they 
are  before  me — that  is  the  reason  I  wasn't  apprised 
of  the  disposition  as  to  Claim  1.  I  kept  wondering 
H  what  happened  to  Claim  1.  So  that  is  disposed  of 
in  the  requests  for  admissions,  is  that  it? 

Mr.  Hoegh:    Yes. 

The  Court:    It  isn't  involved  here,  is  that  it? 

Mr.  Hoegh:  No.  It's  not  involved  to  this  extent, 
at  least,  that  none  of  the  devices  manufactured  by 
the  plaintiff  or  predecessor  are  charged  to  infringe 
that  claim. 

We  have  placed  no  particular  stress  in  this  mo- 
tion on  any  of  the  depositions.  Those  are  matters 
which  we  think  are  outside  the  scope  of  the  motion, 
since  they  relate  primarily  to  the  issue  of  infringe- 
ment. 

The  Court:  Are  you  saying  they  aren't  used  in 
support  or  opposition  to  the  motion?  As  I  under- 
stand the  stipulation  just  made,  everything  that  is 
in  the  file,  inchiding,  depositions,  stipulations,  in- 
terrogatories, if  there  are  any,  and  requests  for 
admissions  and  responses  to  requests  for  admissions, 
all  of  that  is  before  the  court  either  in  support  of 
or  in  opposition  to  the  motion. 

Is  that  the  stipulation?  [3] 
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Mr.  Stanbuiy:  That  is  the  stipulation,  your 
Honor. 

Mr.  Ploegh :    Yes,  your  Honor. 

The  Court:  Very  well.  Regardless  of  how  perti- 
nent it  may  ])e.  I  don't  know  how  pertinent  it  may 
be.  But  one  of  the  difficulties  of  these  motions  is 
sometunes  defining  what  the  court  may  consider  on 
the  motion.  Oftentimes  I  get  them  mider  submission 
without  knowing  just  precisely  what  is  to  be  con- 
sidered on  the  motion. 

Mr.  Hoegh:  I  had  assumed  that  Rule  54  would 
permit  the  court  to  examine  anything  in  the  record 
in  search  for  an  issue  of  fact. 

The  Court :  Well,  I  have  always  had  doubt  about 
that  unless  the  motion  is  actually  predicated  on 
those  and  specified.  I  think  it  is  better  practice  in 
making  the  motion  to  specify  precisely  as  to  the 
affida^-it  of  so  and  so  verified  a  certain  date,  the 
deposition  of  so  and  so. 

Mr.  Hoegh :  I  believe  our  N'otice  of  Motion  does 
do  that,  your  Honor. 

The  Court :    It  may  well  do  it. 

Very   well.      You   may   proceed. 

Mr.  Hoegh:  I  know  you  have  seen  these  parties 
and  these  lawyers  in  here  on  other  matters  from 
time  to  time,  but  I  would  like  to  review  a  little 
history. 

The  Court:  Well,  I  must  say  that  the  title  of  the 
plaintiff,  I  didn't  know  until  the  other  day  that  the 
[4]  plaintiff  was  the  same  as  the  one  in  the  other 
case.  I  must  say  that  deceived  me.  I  never  did  look 
at  the  file  in  this  case  until  tlie  other  day,  really, 
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and  I  didn't  know  that  I  had  the  Holly  Company 
and  the  Coleman  Company  again  before  me. 
I  thought  Siegler  was  another  company. 

Mr.  Hoegh:  It  is,  your  Honor.  It  is  the  succes- 
sor to  the  business  formerly  conducted  by  Holly  in 
Pasadena. 

The  Court:  I  notice  in  this  reply  memorandum 
you  quote  some  colloquy  of  court  and  counsel  in 
that  other  case.  Is  that  in  the  record  here  ? 

Mr.  Hoegh:  I  have  made  it  part  of  the  record,  I 
believe,  in  the  Notice  of  Motion,  your  Honor. 

The  Court:  What?  By  incorporation  by  refer- 
ence? 

Mr.  Hoegh:  Yes.  I  had  assumed  there  would  be 
no  dispute  but  that  admissions  made  by  the  parties 
in  the  other  action  by  the  Coleman  Company  would 
constitute  admissions  in  this  case. 

The  Court:  Well,  if  they  are  before  the  court  in 
this  case. 

Mr.  Hoegh :    Yes,  your  Honor. 

The  Court:  How  are  they  before  the  court,  by 
incorporation  ? 

Mr.  Hoegh:  Only  by  incorporation  by  our  refer- 
ence to  them  in  the  notice,  your  Honor.  Those  are 
the  only  matters  which  we  had  brought  out  of  the 
other  record  and  [5]  attempted  to  use  in  this  pro- 
ceeding. 

The  Court:  Do  you  think  that  the  statement  of 
counsel,  in  effect,  as  to  the  validity  or  invalidity  of 
the  patent  should  be  given  weight? 

Mr.  Hoegh:    Yes,  your  Honor.  I  base  that  on  the 
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imderstandiiig  I  have  that  anything  counsel  says  in 
court  binds  the  client. 

The  Court :  You  start  here  with  the  presumption 
of  validity,  and  as  I  understand  it,  you  rely  upon 
that  Browell  patent  not  having  been  cited. 

Mr.  Hoegh:    That  is  part  of  it,  yes. 

The  Court:  In  other  words,  you  rely  on  the  fact 
that  the  presumption  of  validity  does  not  apply  in 
respect  to  that  patent,  the  Browell  patent. 

Mr.  Hoegh :    Yes,  your  Honor. 

The  Court :  Otherwise,  the  presumption  of  valid- 
ity would  have  to  stand,  wouldn't  it? 

Mr.  Hoegh:  Well,  your  Honor,  I  know  that  you 
devoted  a  great  deal  of  study  to  that  matter  in  the 
Delco  case  decided  here  recently,  and  we  have  at- 
tempted to  follow  that  case  in  this  matter  by  setting 
forth  facts  which  in  our  opinion  destroy  the  jDre- 
sumption  of  validity  even  as  to  the  cited  art. 

The  Court:  In  order  to  destroy  the  presumption 
the  court  would  have  to  say,  would  it  not,  that  the 
evidence  [6]  would  be  such  that  no  finder  of  fact 
could  reasonably  find  to  the  contrary? 

Mr.  Hoegh:  Well,  that  is  perhaps  one  way  of 
saying  there's  no  issue  as  to  the  facts  which  have 
been  set  forth. 

The  Court:  That  would  be  the  only  way  you 
could  say  there  is  no  issue  as  a  presumption. 

Mr.  Hoegh :    Yes. 

The  Court:  Ordinarily  you  can't  weigh  the  evi- 
dence on  a  motion  for  summary  judgmeiit. 

Mr.  Hoegh:  That  is  true,  your  Honor.  And  I 
think  perhaps  when  you  say  that  no  finder  of  fact 
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could  find  to  the  contrary,  you  in  effect  weigh  the 
evidence ;  you  say  there  is  no  issue. 

The  Court:  Well,  you  weigh  it  but  it  weighs  so 
far  on  one  side  that  you  are  able  to  say  that  no  rea- 
sonable fact  finder  could  find  to  the  contrary  of  the 
fact  claimed. 

Mr.  Hoegh :    Yes,  your  Honor. 

The  Court:  Whether  you  can  do  that  in  the  face 
of  the  presumption,  where  you  say  a  disputable  pre- 
sumption is  so  far  outweighed — I  suppose  the  evi- 
dence could  be  that  clear.  I  don't  know. 

Mr.  Hoegh:  I  think  it  could,  your  Honor.  The 
Court  of  Appeals  in  the  Paris  case  (234  F.  2d  65) 
declared  a  patent  invalid  over  the  prior  art  since  it 
was  ob"\T.ous  on  its  face  that  no  invention  was  repre- 
sented. [7] 

The  Court:    The  Paris  case? 

Mr.  Hoegh:    Yes. 

The  Court:  Our  Court  of  Appeals?  Was  that 
that  purse? 

Mr.  Hoegh :    Our  zipper  bag  of  some  kind,  yes. 

The  Court:  I  cited  that  in  the  Delco  case.  But 
the  court  there  didn't  discuss  the  presumption  at  all 
and  as  I  recall 

Mr.  Hoegh:    It  was  still  there. 

The  Court:  the  case,  it  apxiears  in  the  opin- 
ion but  not  in  the  reasoning  of  the  court.  It  appears 
in  the  opinion  that  the  pertinent  prior  art  was  not 
cited  in  the  Patent  Office  proceedings  in  that  case, 
and  that  could  have  been  a  ground,  but  not  a  stated 
ground. 

Mr.  Hoegh:    No. 
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The  Court:  Well,  I  am  taking  your  time.  What 
did  you  wish  to  emphasize  ? 

Mr.  Hoegh:  Well,  I  like  to  get  the  views  of  the 
court.  I  just  wanted  to  give  a  little  bit  of  history, 
your  Honor. 

The  patent  with  which  we  are  now  concerned,  the 
Griwosky  patent,  was  applied  for  in  October  1953. 
That  was  almost  a  year  after  the  Coleman  Company 
had  been  on  the  market  with  the  infringing  devices, 
and  was  some  time  after  the  Holly  Company  had 
obtained  its  patent  and  been  on  the  market  with  the 
device  covered  by  the  Hollingsworth  patent. 

The  application  that  was  originally  filed,  from 
[8]  the  file  wrapper  history,  shows  that  it  was  di- 
rected to  a  wall  heater  having  three  stages  of  heat 
exchange,  the  first  being  through  the  primary  wall 
heater,  or  lower  box,  and  the  second  two  being  along 
the  flue,  the  cool  points  that  Mr.  Griwosky  stated  to 
be  those  that  presented  a  ]3roblem  of  overheating — 
"local  overheating"  I  think  he  calls  it. 

Thereafter,  in  AjDril  of  1954,  just  about  five  or 
six  months  after  Coleman  had  applied  for  its  pat- 
ent. Holly  came  on  the  market,  predecessor  of 
plaintiff,  with  a  device  that  is  now  charged  to  in- 
fringe. Thereafter,  the  Coleman  Company,  through 
the  processes  of  amendment  in  the  Patent  Office,  or 
the  process  of  the  Patent  Office  presenting  several 
amendments,  refers  to  being  in  October  1954,  the 
Coleman  Company  did  not  at  that  time  attempt  to 
claim  a  device  such  as  that  which  Holly  l^rought  on 
the  market  in  April  of  1954;  nor  did  the  Coleman 
Company  attempt  to  have  the  application  taken  up 
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out  of  turn  in  the  Patent  Office  on  the  grounds  that 
an  infringing  device  was  on  the  market.  And  that 
procedure  is  provided  for  in  the  Patent  Office  when 
a  person  who  has  a  patent  application  before  the 
office  thinks  that  an  infringing  device  is  on  the 
market.  To  me  that  indicates  at  least  as  early  as 
1954  the  Coleman  Company  did  not  consider  that 
this  particular  apiolication  covered  a  device  having 
only  two  stages  of  heat  interchange;  which  the  re- 
quest for  admissions  and  the  interrogatories  do 
point  out  that  the  Holly  unit  have  only  [9]  the  two 
stages  of  interchange,  while  the  original  Coleman 
application  was  directed  to  a  heater  ha^T.ng  three 
stages  of  interchange  of  heat. 

The  application  of  Giv/osky  was  amended  in 
1955,  late  1955,  and  the  remarks  to  that  amendment 
state, 

"Nev/ly  added  claims  carefully  define  a  structural 
arrangement  conceived  of  by  applicant,  and  in  so 
doing  these  claims  recite  a  yvsJI  heater  and  econo- 
mizer assembly  wherein  three  distinct  air  flow  pat- 
terns are  present." 

Those  three  distinct  air  flow  patterns  are  those 
of  the  circulation  around  the  primary  heat  ex- 
changer and  additional  two  along  the  flue  in  the 
Giwosky  conception. 

So  that  by  November  of  1955,  well  over  a  year 
after  Holly  had  been  on  the  market  with  a  device 
now  charged  to  infringe,  there  was  no  thought  that 
the  Coleman  application  would  cover  a  device  such 
as  that  vvhich  is  now  charged  to  infringe,  having 
only  two  stages  of  heat  interchange;  one  in  the  pri- 
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mary  box,  and  the  second  above  that  in  the  econo- 
mizer. 

I  think  the  next  significant  date  is  April  1956 
when  the  Court  of  Appeals  affirmed  this  court's 
judgment  in  the  other  case  between  these  two  par- 
ties. In  July  of  1956,  just  two  or  three  months  after 
the  Court  of  Appeals  af&rmed  this  court's  holding 
Coleman  to  be  an  infringer  of  the  Hollingsworth 
patent,  the  claim  which  became  Claim  2  of  the  [10] 
patent  we  are  now  concerned  with  was  admitted, 
after  final  rejection  in  the  Patent  Office,  and 

The  Court:  After  final  rejection  of  what  in  the 
Patent  Office? 

Mr.  Hoegh:  Of  the  application  originally.  There 
were  some  proceedings  after  final  rejection  in  the 
Patent  Office. 

The  Court :    Is  the  file  wrapper  here  ? 

Mr.  Hoegh:  Your  Honor,  we  had  only  one  and 
it  is  in  the  original  file.  It  is  not  in  the  court  file. 

The  Court:  I  recall  it  being  mentioned,  but  I 
didn't  see  it.  I  can  get  it  from  the  original  file. 

The  patents,  of  course,  are  all  here,  are  they? 

Mr.  Hoegh:    Yes,  your  Honor. 

The  Court:  I  notice  they  are  attached  to  your 
memorandum.  Are  they  before  the  court  in  the  form 
of  an  affidavit  or  admission  of  some  kind? 

Mr.  Hoegh:  No,  they  are  not  in  that  form,  your 
Honor. 

The  Court:  I  don't  see  how  I  can  consider  prior 
art  patents  that  are  just  merely  attached  as  exhibits 
to  a  memorandum. 

Mr.   Hoegh:     We   have   the   file   history   before 
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your  Honor,  and  the  citations  to  those  patents  are 
in  the  file  history.  [11] 

The  Court:  Of  course,  the  file  wrapper  is  the 
administrative  record. 

Mr.  Hoegh:    Yes,  it  is. 

The  Court:  Now,  is  the  patent  in  suit  before  the 
court  in  some  way  ?  Is  a  copy  of  it  before  the  court  ? 

Mr.  Hoegh:    A  copy  of  it  is  in  the  proceedings. 

The  Court:    How? 
r     Mr.  Hoegh:     I  don't  think  that  it  is  in  the  file 
wrapper. 

The  Court :    How  is  it  before  the  court  here  ? 

Mr.  Hoegh :  Only  as  being  lodged  with  the  court, 
your  Honor. 

The  Court:  Well,  that  doesn't — I  think  there  is 
an  affidavit.  Here  is  the  Giwosky  affidavit,  and  at- 
tached is  Giw^osky  patent  2,767,702.  Is  that  the  pat- 
ent in  suit? 

Mr.  Hoegh:  Yes,  it  is,  your  Honor.  And  he  does 
state  that  that  is  his  patent  in  the  affidavit. 

The  Court :    Does  he  authenticate  that  ? 

And  there  is  the  Hollingsworth  patent  attached. 
And  the  Browell  patent  is  attached. 

Are  all  of  those  authenticated  by  the  affidavit? 

Mr.  Hoegh:  No,  they  are  not,  your  Honor;  just 
the  Giwosky  patent.  The  Hollingsworth  patent,  of 
course,  has  been  gone  into  rather  thoroughly  previ- 
ously and  was  in  the  courtroom,  and  I  would  assume 
that  this  court  could  take  judicial  [12]  notice  of 
matters  which  are  in  its  file.  The  Browell  patent 
and  the  Hollingsworth  patent  are  in  those  files  and 
copies  were  supplied  with  the  memorandum. 
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The  Court :  Well,  for  the  purpose  of  this  motion 
will  it  ]3e  stipulated  that  the  Giwosky  patent,  and 
the  HoUingsworth,  et  al.  patent,  2,602,441 ;  and  the 
Browell  patent,  268,860 ;  that  the  copies  filed  by  the 
plaintiff  on  March  31,  1958,  under  caption  "Affi- 
davits, Prior  Art  Patents  and  Certified  Copy  of 
File  Wrapper  in  Support  of  Plaintiff's  Motion  for 
Summary  Judgment,"  are  true  copies  of  those  pat- 
ents ? 

Mr.  Stanbury:    So  stipulated,  your  Honor. 

The  Court:  Very  well.  Now,  in  your  memoran- 
dum, you  have  attached 

Mr.  Hoegh:  Copies  of  additional  references  of 
record  other  than  Hollingsworth. 

The  Court:  I  haven't  looked  at  them,  but  there 
is  C-a-y-o-t,  2,702,539;  Snyder  patent,  2,093,492;  and 
Derrough,  1,608,777;  Bacon  and  McGarrigal,  786,- 
713;  which  are  attached  to  plaintiff's  "Reply  to  De- 
fendant's Memorandum  in  Opposition  to  Plaintiff's 
Motion  for  Summary  Judgment,"  filed  May  8,  1958. 

Is  it  stipulated  that  those  are  true  copies  of  the 
patents  ? 

Mr.  Stanbury:    So  stipulated,  your  Honor. 

The  Court:    Very  well.  [13] 

Mr.  Hoegh:  Your  Honor,  we  have  taken  this 
history  of  this  patent.  It  was  issued  in  October, 
October  23,  1956.  Late  in  December,  December  28, 
1956,  the  final  injunction  of  this  court,  or  the  inter- 
locutory injunction  of  this  court  in  the  earlier  case 
was  served  upon  the  defendants.  December  28th 
was  a  Friday.  On  Monday,  December  31st,  a  letter 
was  sent  to  the  Holly  Manufacturing  Company  by 
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Coleman,  the  Coleman  Company's  attorneys,  charg- 
ing it  with  infringement  of  the  Giwosky  patent. 

In  our  opinion  the  Giwosky  patent,  we  think,  was 
asserted  merely  for  its  nuisance  value.  That  is  not 
before  this  court  but  we  do  urge  seriously  that 
there  are  grounds  for  invalidating  it  on  a  motion 
for  summary  judgment.  Two  of  those  are  set  forth 
in  our  motion  which  I  think  can  be  taken  up  to- 
gether. The  first  is  that  Giwosky  was  not  the  in- 
ventor of  the  device  claimed  in  Claim  2  of  the  Gi- 
"vvosky  patent,  the  claim  that  is  before  this  court. 
The  remaining  ones  are  that  Claim  2  presents  new 
matter  v/hich  did  not  perform  part  of  the  Giwosky 
application  as  originally  filed ;  that  the  matter  which 
l^ecame  Claim  2  required  a  supplemental  oath  be- 
cause it  was  so  far  removed  from  what  had  been 
originally  filed  by  Mr.  Giwosky  in  his  application. 

The  Court:  What  required  the  supplemental 
oath,  the  rules  of  the  Patent  Office'? 

Mr.  Hoegh:  Claim  2,  the  rules  of  the  Patent 
Office.  [14] 

The  Court :  Presumably,  the  Patent  Office  waived 
the  rule,  did  it  not,  by  not  requiring  the  supple- 
mental oath'? 

Mr.  Hoegh:    Well,  I  suppose  that  is — — 

The  Court:  If  we  indulge  the  presumption  in 
the  regularity  of  official  proceedings  we  can't  as- 
sume that  the  Examiner  overlooked  it  and  forgot  to 
ask  for  it,  can  we  ? 

Mr.  Hoegh:  Nevertheless,  your  Honor,  the  court 
is  empowered  to  review  the  validity  of  the  patent; 
and  in  doing  so  there  certainly  would  be  a  duty 
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upon  this  court  to  examine  whether  or  not  every- 
thing had  been  accomplished  that  should  have  been   ; 
by  the  ax)p]icant. 

The  Court:  Well,  the  oath  is  a  matter  of  form, 
isn't  it?  It  could  be  waived,  I  suppose. 

Mr.  Hoegh:  No,  it  could  not,  the  way  I  under- 
stand it. 

The  Court :    The  statute  calls  for  an  oath,  does  it  ? 

Mr.  Hoegh:  Yes,  your  Honor.  And  the  reason 
for  the  Patent  Office  rule  is  to  allow  a  supplemental 
oath  to  be  filed  to  give  the  inventor  a  chance  to 
cure 

The  Court:  Then  it  would  seem  your  reliance 
would  be  upon  the  statute  and  not  on  the  Patent 
Office  proceedings. 

Mr.  Hoegh :    Yes,  your  Honor. 

The  Court:  This  is,  in  effect,  a  supplement  to 
the  application. 

Mr.  Hoegh:    Yes.  [15] 

The  Court:  And  not  verified  as  a  part  of  the 
statute. 

I  interrupted  you. 

Mr.  Hoegh:  The  remaining  grounds  which  could 
be  lumped  in  this  discussion  would  be  that  the 
patent,  or  the  matters  now  claimed  to  infringe,  were 
put  in  pul)lic  use  more  than  two  years  before  the 
subject  matter  of  the  claims  which  are  now  claimed 
to  infringe  was  presented  to  the  Patent  Office. 

The  Court:  Is  your  argument  there  that  if  the 
Holly  device  is  an  infringing  device,  that  it  is  the 
device  described  in  the  patent  in  suit,  which  was  on 
the  market  for  a  few  years'? 
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Mr.  Hoegh :    Yes,  it  is,  your  Honor. 

The  Court:  Have  you  finished  stating  the 
grounds  ? 

Mr.  Hoegh:  Yes,  as  to  these.  The  remaining 
ground  that  we  have  urged  is  the  one  that  the  device 
is  anticipated  by  prior  art. 

The  Court:  Now,  I  notice  you  rely  not  only  on 
the  Browell  patent,  but  you  rely  upon  tacking  the 
Hollingsworth  patent  onto  the  Browell  patent. 

Mr.  Hoegh:    Yes,  your  Honor. 

The  Court:  Can  that  be  done'?  I  am  referring 
now  to  strict  anticii)ation.  I  am  not  referring  to 
this  loose  use  of  the  term  "anticipation"  in  the 
sense  of  meaning  that  prior  art  so  anticipated  in 
fact  the  invention  that  we  must  [16]  say  that  the 
patent  in  suit  does  not  represent  an  inventive  ad- 
vance over  the  prior  art.  I  am  not  referring  to  that 
loose  use  of  "anticipation."  I  am  referring  to  strict 
anticipation  as  used  in  patent  law. 

Now,  as  I  understand  it,  a  patent  must  anticipate, 
a  prior  patent  must  anticipate  the  patent  in  suit  in 
order  for  there  to  be  strict  anticipation  for  a  prior 
invention;  that  you  can't  look  to  invention  of  Pat- 
ent A  and  take  one  element  of  a  combination,  and 
Patent  B — I  am  referring  to  prior  art  patents  now 
— and  take  another  element  of  the  combination,  and 
prior  art  Patent  C  and  take  another  element  and 
say  that  those  three  elements  are  combined  in  the 
patent  in  suit  and  each  of  them  appears  in  the 
prior  art  patent  and,  therefore,  there  is  anticipa- 
tion. If  there  were  true,  there  could  never  be  a  valid 
combination  patent,  could  there? 
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Mr.  Hoegli :  There  could  if  the  combination  were 
of  those  that  were  not  obvious  to  people  skilled  in 
these  matters. 

The  Court:  Well,  now  you  are  referring  to 
whether  or  not  it's 

Mr.  Hoegh:    A  less  strict  anticipation. 

The  Court:     a  patentable  advance  over  the 

prior  art.  But  in  order  to  be  anticipated  in  the 
strict  sense  of  the  term  as  I  understand  it  —  but 
there  is  so  much  loose  talk  in  the  decisions  that  I 
may  be  in  error — there  must  be  a  prior  patent  or  a 
prior  invention  which  singly  anticipates  [17]  the 
invention  of  the  patent  in  suit  in  order  for  there 
to  be  strict  anticipation,  what  some  of  the  cases 
call  strict  anticipation  to  distinguish,  I  suppose, 
from  loose  anticipation.  Is  that  your  miderstand- 
ing? 

Mr.  Hoegh:    Yes,  your  Honor. 

The  Court:  Then  you  couldn't  tie  Browell  onto 
Hollingsworth  for  any  other  purpose  than  to  say 
that  they  are  both  parts  of  the  prior  art  and  taken 
together  show  a  state  of  art,  such  an  advanced  state 
of  the  art  that  the  patent  in  suit  is  not  an  inventive 
advance  over  it.  Isn't  that  what  you  mean  ? 

Mr.  Hoegh:  Yes.  I  think  you  can  also  say,  your 
Honor,  that  Hollingsworth,  the  Hollingsworth  pat- 
ent taken  all  by  itself  is  a  strict  anticipation  of  the 
Giwosky  device. 

The  Court:    TVould  you  say  that  Browell  is? 
Mr.  Hoegh :    N'o.  As  to  certain  details  of  the  econ- 
omizer I  would  say  so,  your  Honor. 
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The  Court :  The  defendant  says  —  as  to  certain 
details. 

Mr.  Hoegh:    Yes. 

The  Court:  Well,  that  wouldn't  be  material, 
would  it?  Well,  it  might  be  material  in  determining 
whether  or  not  either  Hollingsworth  or  the  patent 
in  suit  is  an  inventive  advance  over  Browell. 

The  defendant  says,  in  effect,  that  you  are  blow- 
ing [18]  hot  and  cold  on  Browell;  that  in  the  Holly 
Manufacturing  case,  the  prior  suit  in  this  court, 
you  urged  that  Browell  was  not  part  of  the  perti- 
nent art,  as  I  recall. 

Mr.  Hoegh:  I  think  perhaps  we  are  both  a  little 
guilty  of  that.  But  I  think  we  can  say  this,  your 
Honor,  that  the  Hollingsworth  device  showed  the 
way  to  Griwosky,  and  this  is  an  established  fact — 
of  how  to  design  a  device  with  a  secondary  heat  ex- 
changer, a  wall  heater  with  a  secondary  heat  ex- 
changer. In  solving  the  very  basic  problems  of  wall 
heaters  which  we  went  into  at  great  length  in  the 
earlier  trial,  the  early  fireplaces  were  of  no  help  at 
all  to  Hollingsworth  in  setting  up  and  designing  a 
wall  heater  having  functions  and  the  elements  that 
his  device  did.  However,  once  Hollingsv/orth  was  on 
the  market,  or  had  been  disclosed  in  an  issued  pat- 
ent, then  there  would  be  no  patentable  advance  over 
the  prior  art  of  Hollingsworth  when  you  consider 
Browell. 

The  Browell  patent  relates  to  a  flue  construction, 
and  the  pertinence  of  it  certainly  seems  to  me  to  ])e 
demonstrated  by  the  testimony  of  Mr.  Kice  and  the 
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remarks  of  Mr.  Lyon  which  we  have  alluded  to  in 
our  memorandums. 

To  pursue  a  little  further  the  question  of  antici- 
pation by  Mr.  Hollingsworth  of  the  Giwosky  device, 
the  Hollingsw^orth  device  shows  the  very  feature 
upon  which  Coleman  was  able  to  convince  the  Pat- 
ent Office  that  Coleman  should  be  granted  a  patent 
on  the  Griwosky  device,  the  Giwosky  invention.  [19] 
That  feature  was  the  use  of  room  air  blowing 
across  the  top  of  the  lower  box  into  the  economizer, 
which  in  the  later  stages  of  the  Giwosky  patent  be- 
came the  reason  for  which  Coleman  was  urging 
allowance  of  its  patent.  The  use  of  room  air  to  cool 
this  so-called  barrier  plate  or  lower  box  top  and  use 
that  room  air  then  to  further  cool  the  flue,  exactly 
the  same  type — well,  not  exactly  the  same,  but  pat- 
entably  the  same  kind  of  arrangement  was  used  in 
the  earliest  Hollingsworth  device.  He  took  room  air 
from  a  little  more  circuitous  route.  He  took  it  up 
through  the  columns  of  the  trim  and  across  the  to|) 
of  the  lower  box  into  the  economizer. 

The  Coleman  Company  in  its  arguments  to  the 
Patent  Office  said  that  Hollingsworth  showed  only 
a  dead  air  space  in  that  i^articular  area  in  the  for- 
ward portion  of  the  lower  box,  while  in  actual  fact 
Hollingsworth  did  show  a  way  for  air  to  blow  up 
around  the  column  of  the  trim,  which  Avould  be 
room  air  which  would  be  circulated  or  flowing  up 
through  those  columns  across  the  top  of  the  lower 
box  and  into  the  economizer  just  the  same  as  Gi- 
wosky did  later  by  a  slightly  different  means;  at 
least  disclosed  in  the  patent  by  a  slightly  different 
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means.  That  dead  air  space  was  presented  as  a  dis- 
tinguishing feature  between  Giwosky  and  Hollings- 
worth  after  the  Examiner  pointed  out  that  there 
was  no  invention  in  making  the  barrier  of  Hollings- 
worth  complete  and  taking  that  room  air  in  at 
higher  levels.  [20] 

The  Coleman  Company  went  on  to  make  a  very 
strong  pitch  about  the  importance  of  that  room  air 
flowing  across  the  top  of  the  lower  box  and  thereby 
sohmig  a  problem  which  could  not  be  solved  by  the 
Hollingsworth  device.  In  view  of  that,  which  I  don't 
consider  to  be  refuted  in  any  way  by  any  of  the  doc- 
uments filed  by  the  defendant,  it  seems  to  me,  the 
plaintiff,  that  we  can  disregard  the  presumption  of 
validity  which  might  normally  exist  as  to  the  refer- 
ence to  Hollingsworth  and  look  right  straight  at 
both  of  those  devices.  And  in  my  opinion  the  Hol- 
lingsworth device  is  a  strict  anticipation  of  the 
Giwosky  device. 

The  Court:  Hollingsworth  was  cited  in  the  Gi- 
wosky patent. 

Mr.  Hoegh:    Yes,  sir. 

The  Court:  If  the  Giwosky  patent  is  presump- 
tively valid  over  Hollingsworth,  over  the  Hollings- 
worth patent,  wouldn't  it  be  presumptively  valid 
over  Browell? 

Mr.  Hoegh:  ISTo,  it  would  not  be  presumptively 
valid  over  Browell,  since  Browell  vras  not  cited  to 
the  Patent  Office.  And  I  do  not  think  that  it  would 
be  presumptively  valid  over  Hollingsworth  because 
the  Coleman  Company  misled  the  Patent  Office  as 
to  how  Hollingsworth  fimctioned  in  order  to  make 
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the  statement  that  this  one  feature  ui^on  which  Cole- 
man was  able  to  obtain  a  patent  was  existent  in 
G-iwosky  and  not  in  Hollingsworth.  And,  in  actual 
fact,  those  representations  [21]  to  the  Patent  Office 
were  not  true.  There  is  no  doubt  that  the  Hollings- 
worth device  took  air  through  the  colunni  trims  and 
across  the  toj)  of  the  lower  box  into  the  economizer. 

The  Court:  I  notice  that  your  Notice  of  Motion 
does  not  state  that  it  is  based  upon  the  records  and 
files  in  the  other  case.  At  least,  as  I  read  it  I  don't 
see  it  here. 

Mr.  Hoegh:  The  only  reference  to  it,  your 
Honor,  in  the  Notice  is  the  admissions  of  the  de- 
fendant set  forth  in  the  memorandum  of  points  and 
authorities  served  with  it. 

The  Court:  The  admissions  include  portions  of 
the  record  in  the  other  case  which  you  wish  to  rely 
upon  ? 

Mr.  Hoegh:  Those  that  we  have  quoted,  yes, 
your  Honor,  the  statements  of  Mr.  Kice  and  Mr. 
Lyon. 

The  Court:  That  is  Case  No.  15,886,  is  it.  Holly 
against  Coleman? 

Mr.  Hoegh :    Yes,  your  Honor. 

The  Court:  Do  you  wish  to  stipulate,  gentlemen, 
that  the  records  and  files  in  that  case  may  be  before 
the  court  in  this  case  on  the  motion? 

Mr.  Tilton :  If  I  may  speak  on  that,  your  Honor. 
We  have  no  objection  to  that.  But  we  certainly 
don't  want  to  stipulate  that  a  misstatement  of  fact 
by  Mr.  Lyon  can  be  considered  an  admission  against 
interest. 
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Mr.  Lyon's  statement  in  the  record  was  that 
Browell  [22]  was  the  file  wrapper  reference  against 
the  Giwosky  patent,  and  that  is  not  true. 

Tlie  Court:  I  am  not  going  to  decide  this  case 
upon  any  statement  that  counsel  made  in  the  heat 
of  another  trial.  It  would  take  a  solemn  concession 
of  counsel,  in  my  view,  to  bind  the  party  in  a  situa- 
tion as  serious  as  the  worth  of  this  property.  I  am 
just  thinking  of  the  finding,  so  that  there  won't  be 
any  question  as  to  what  is  before  the  court  and  what 
I  may  consider.  And  that  is  made  more  difficult  by 
the  fact  that  I  tried  the  other  case. 

If  it  is  agreed,  I  will  take  judicial  notice  of  the 
papers  and  records  in  the  other  case,  case  No. 
15,886. 

Mr.  Stanbury:  We  will  stipulate  that  the  court 
may  do  so. 

The  Court:    Is  that  agreeable  to  the  plaintiff? 

Mr.  Hoegh :    Yes,  your  Honor. 

The  Court:    Very  well. 

Mr.  Hoegh:  That  record  is  getting  quite  volumi- 
nous, and  will  be  quite  a  record  to  incorjoorate  or 
search  for  an  issue  of  fact.  The  only  pertinent  parts 
that  we  have  presented  are  set  forth  in  the  memo- 
randum. 

The  Court :  Perhaps  I  am  extending  it  too  much. 
Perhaps  I  should  say  the  record  before  the  Court 
of  Appeals. 

Mr.  Stanbury:  Well,  that's  another  matter,  your 
Honor.  [23] 

The  Court:    You  would  want  the  entire  record. 

Mr.  Stanbury:    Oh,  yes. 
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The  Court :    Very  well. 

It  is  agreed  that  it  be  the  entire  record  as  it  exists 
as  of  this  day? 

Mr.  Hoegh :    Yes,  your  Honor. 

The  Court:    Anything  further,  Mr.  Hoegh? 

Mr.  Hoegh:    Your  Honor,  the  question  of  inter- 
vening rights  seems  to  me  to  be  one  which  is  easily 
determined  upon  this  motion,  and  in  my  opinion 
there  is  no  question  but  that  Claim  2  presented  a 
broadening  amendment  to  the  application  as  orig- 
inally filed  since  it  eliminated  one  of  the  elements 
which  was  a  restriction  upon  the  application  as  it 
was  originally  filed.  It  eliminated  the  third  stage  of 
heat  exchange,  or  what  we  might  call  the  second 
stage,  along  the  flue.  The  original  application  was 
directed  to  the  three  stages.  Mr.  G-iwosky,  in  filing 
for  his  patent,  declared  that  there  was  a  problem  of 
overheating  at  the  economizer  outlet  on  the  top  edge 
of  the  economizer  outlet,  and  that  he  was  unable  to 
get  a  device  which  did  not  have  the  third  stage  in  it 
to  perform  so  that  it  would  pass  AGA  regulations. 
He  merely  lifted  off  the  top  stage  and  was  unable 
to  make   such   a   de\dce  perform  properly,   in   his 
opinion.  He  stated  that  there  was  a  proj^lem  of  local 
overheating  in  the  region  of  where  this  third  stage 
circulation  took  place,  so  that  that  local  overheating 
[24]  was  alleviated  by  what  he  taught  in  his  appli- 
cation as  originally  filed. 

So  we  come  then  to  Claim  2  which  eliminates  this 
particular  feature,  the  third  stage  of  heat  exchange ; 
but  the  problem  is  still  stated  in  Mr.  Giwosky's 
application  and  is  still  stated  to  exist  in  the  patent 
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that  finally  issued.  Mr.  Giwosky  made  an  oath  that 
he  thought  he  was  the  first  inventor  of  this  device 
when  he  first  filed  the  application  in  1953.  He  made 
no  subsequent  oath  that  he  had  found  a  way  to 
alleviate  this  local  overheating  by  some  other  means 
than  that  which  he  originally  taught  in  his  appli- 
cation. He  is  only  entitled  to  a  patent  which  has 
utility.  The  patent  laws  require,  or  just  merely 
state  that  patents  shall  be  granted  for  new  and  use- 
ful improvements  and  new  and  useful  devices.  He 
could  not  obtain  a  patent  on  a  device  which  had  no 
utility. 

We  are  not  arguing  that  such  a  device  might  not 
have  utility,  but  at  least  Mr.  Giwosky  thought  that 
it  had  no  utility. 

Then  we  come  along  to  the  device  which  is  now 
set  forth  in  Claim  2  and  now  charged  to  infringe 
this  patent,  and  we  find  that  devices  charged  to 
infringe  have  been  on  the  market  for  well  over  two 
years  before  this  particular  claim  appeared  in  the 
patent.  There's  no  doubt  about  that.  That's  a  fact 
which  is  plainly  established  by  the  affidavit  of  Mr. 
Hamner.  So  we  have  a  broadening  amendment.  We 
have  a  [25]  device.  And  reinforcing  that  statement 
is  the  fact  that  Mr.  Giwosky  stated  in  his  affidavit 
that  he  found  the  third  stage  to  be  essential  to  the 
operation  of  the  device  shown  and  disclosed  in  his 
patent. 

We  have  the  further  amendment  to  the  objects 
of  the  patent,  or  what  might  be  called  the  statement 
of  invention  which  makes  a  change  in  the  objects 
to  include  only  one  stage  of  heat  exchange  along 
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the  flue,  and  that  change  was  made  at  the  same  time 
that  this  broadenmg  amendment  was  filed  in  July 
of  1956. 

All  of  those  factors  point  uj)  that  Claim  2  is  a 
broader  claim  than  anything  previously  filed,  and 
when  you  take  that  fact  and  set  it  alongside  of  the 
unchallenged  fact  that  the  devices  now  charged  to 
infringe  were  on  the  market  as  early  as  1954,  I 
think  that  the  cases  clearly  establish  that  such  a 
claim  is  not  valid  since  the  rights  have  intervened 
in  the  meantime  for  this  two-year  period. 

Those  are  factors  which  clearly  are  ascertainal^le 
from  the  file  wrapper  and  from  the  fact  that  this 
particular  device  now  charged  to  infringe  appeared 
long  before  the  claim  which  it  is  charged  to  infringe 
appeared  in  the  application. 

I  think,  your  Honor,  that  it  is  certainly  a  clear 
rule  of  patent  law  that  a  disclosure  must  teach  a 
person  skilled  in  the  art  how  to  practice  or  con- 
struct the  device  defined  in  the  claims.  It  would  be 
asking  Mr.  Giwosky  to  be  [26]  indeed  prophetic  to 
ask  him  to  teach  persons  skilled  in  the  art  how  to 
do  something  which  he  fomid  he  could  not  do  him- 
self. It  would  be  an  impossible  burden.  I  don't  think 
that  anyone  can  examine  the  file  wrapper,  or  even 
the  patent,  and  find  a  way  in  which  this  particular 
device  defined  in  Claim  2  could  l)e  made  to  operate, 
in  view  of  the  problems  set  fortli  hy  Mv.  Oiwosky 
as  to  local  overheating  in  the  region  of  the  econo- 
mizer outlet. 

He  has  hivited  persons  skilled  in  the  art  to  do 
more  work  in  this  field.  He  says,  "Wliile  in  the  fore- 
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going  specifications  I  have  set  forth  a  specific  struc- 
ture in  considerable  detail  for  the  purx)ose  of  illus- 
trating the  invention,  it  will  be  understood  that  such 
details  of  structure  may  be  varied  widely  by  those 
skilled  in  the  art  without  departing  from  the  spirit 
of  my  invention." 

Undoubtedly  Mr.  Newton  has  done  more  work  in 
this  field,  and  Holly  Manufacturing  Company,  if 
they  do  in  fact  infringe — and  that  is  certainly  not  a 
fact  at  all — was  able  to  construct  a  device  having 
only  two  changes  of  the  heat  interchange;  and  per- 
haps Mr.  Newton  has,  too,  as  set  forth  in  his  affi- 
davit. How^ever,  we  are  still  faced  with  the  fact  that 
Griwosky  did  not  teach  anyone  how  to  do  this,  for 
he  himself  was  unable  to  do  it. 

Your  Honor,  I  Vv^ould  like  to  reserve  a  few  mo- 
ments for  reply.  [27] 

The  Court:    Very  well. 

jMr.  Stanbury:  Your  Honor,  may  I  move  the 
admission  for  the  purpose  of  this  case  of  Mr.  Tim- 
othy L.  Tilton  of  the  Illinois  Bar,  who  is  admitted 
to  practice  in  the  Supreme  Court  and  all  the  courts 
of  Illinois,  as  well  as  in  all  of  the  Federal  Courts 
in  Illinois ;  and  for  whose  good  character  and  integ- 
rity, based  upon  personal  acquaintance,  I  may 
vouch. 

The  Court:    The  motion  is  granted. 

Mr.  Stanbury:  I  am  prepared  to  argue  this  mat- 
ter, but  in  anticipation  of  questions  that  might  come 
up,  Mr.  Tilton  is  so  much  better  qualified  to  argue 
the  matter  than  I  am  that  I  have  asked  him  to  do 
so,  your  Honor. 
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The  Court:    Very  well. 

Mr.  Tiltoii:  If  the  court  i^lease.  we  take  the  gen- 
eral contention  that  most  of  the  questions  raised  hy 
the  plaintrff  are  premature  and  improper  on  a  mo- 
tion for  summary  judgment:  ]:>ut  at  the  same  time 
we  have  no  desire  to  hide  behind  a  claim  of  triable 
issue.  TTe  are  willmg  to  have  a  full  discussion  of 
the  issues  in  this  case  at  any  stage.  So.  in  conse- 
quence of  that,  I  would  lihe  to  take  up  each  one  of 
the  points  that  have  been  raised  here,  imless  your 
Honor  feels  that  there  is  no  reason  for  going  fur- 
ther at  this  time  with  any  particular  issue. 

^ow,  the  fii-st  point  which  I  believe  your  Honor 
has  indicated  really  as  the  threshold  consideration 
here  [28]  relates  to  the  presmnption  of  validity,  and 
while  I  would  not  imdertake  to  say  what  your 
Honor  meant  in  the  Delco  chemical  case  I  certainly 
feel  that  you  did  make  it  clear  in  that  opinion  that 
that  was  a  situation  m  which  the  Patent  Office 
hadn't  gotten  withhi  a  coimtiy  mile  of  the  present 
prior  art.  There  was  square  and  direct  participation 
of  a  whole  group  of  prior  art  patents  that  had  been 
completely  overlooked  by  the  Patent  Office. 

Now,  Siegler*s  theory  here  is  that  the  Patent 
Office  missed  Browell,  and  if  they  had  had  it  they 
never  would  have  allowed  this  patent.  Our  position 
is  that  the  Patent  Office  considered  references 
which  were  much  more  pertinent  than  Browell, 
which  are  more  pertment  on  their  face,  and  they 
had  no  reason  to  cite  Browell  because  it  was  cumu- 
lative. 
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The  Court:  I  suppose  plaintiff  will  concede  that 
Hollingsworth  is  more  pertinent  than  Browell. 

Mr.  Hoegh:    Yes,  your  Honor. 

Mr.  Stanbury:    I  should  think  so,  your  Honor. 

Mr.  Tilton:  If  I  may  hand  up  a  group  of  pat- 
ents. They  are  all  in  evidence  in  this  matter.  They 
are  the  ones  attached  to  the  affidavit,  but  I  thought 
it  might  be  more  convenient  if  your  Honor  first  of 
all  will  look  at  the  Browell  patent,  which  is  the  one 
on  top,  and  you  will  notice  that  down  tov/ard  the 
bottom  of  the  flue  there  are  some  little  [29]  black 
specks  that  look  like  perforations. 

Now,  the  specification  of  Browell  doesn't  mention 
what  those  are.  They  seem  to  have  a  reference  letter 
small  x>  on  them,  but  the  specification  doesn't  tell 
you  what  they  are,  what  purpose  they  serve.  How- 
ever, I  tliink  it  is  probably  true  that  they  are  small 
openings,  that  some  air  did  come  in  there  and  could 
have  come  out  of  the  pipes  marked  I. 

But,  now,  as  compared  with  that,  let's  see  what 
references  the  Patent  Office  did  consider.  If  your 
Honor  will  look  at  the  Derrough  patent,  which  is 
the  next  one  in  the  group,  that  was  cited  in  the  first 
action  of  the  Patent  Office.  It  shows  a  flue  with 
cold  air  coming  in  and  going  out  in  two  places.  It  is 
a  jacketed  flue  in  which  you  have  two  cold  air 
streams  ventilatiug  the  flue.  The  patent  specification 
goes  into  detail  about  this.  It  isn't  left  to  conjecture. 
Not  only  the  Derrough  patent  was  cited,  but  also 
the  Bacon  aud  McGarrigal  patent,  which  is  the  next 
one  in  the  group.  And  as  your  Honor  will  note 
there  again,  we  have  a  jacketed  flue  in  combination 
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with  a  fireplace,  and  we  have  two  cold  air  streams 
ventilating  that  flue. 

Now,  at  the  very  most  the  Browell  patent  would 
only  teach  the  practice  of  usmg  a  plurality  of  cold 
air  streams  to  ventilate  a  jacketed  flue  and  clearly 
could  only  [30]  be  cmnulative  of  either  one  of  those 
we  have  referenced. 

IvTow,  as  to  whether  it  is  a  better  reference,  I 
leave  it  to  your  Honor's  judgment  as  to  whether 
the  Examiner  would  cite  something  that  didn't  even 
mention  the  particular  feature  in  question  but  left 
it  to  conjecture  by  looking  at  the  drawing. 

As  I  understand  the  law,  your  Honor,  it  is  this: 
That  the  presumption  of  validity  may  not  be  cir- 
cumvented simx)ly  by  showing  some  patent  which 
was  not  officially  cited,  unless  it's  clear  that  the 
Patent  Office  completely  missed  the  most  pertinent 
art.  Aiid  there  are  two  recent  cases  in  the  Seventh 
Circuit  that  held  this.  And  one  of  them  is  the 
Artmoore  Co.  v.  Dayless,  found  at  208  F.  2d  page 
1,  the  point  in  question  being  at  page  4.  And  also 
Helms  Products  v.  Lake  Shore  Manufacturing 
Company,  227  F.  2d  677,  and  the  point  being  at 
page  681. 

If  I  might  just  read  one  or  two  short  sentences 
from  the  Artmoore  case.  This  was  written  by  Cliief 
Judge  Major,  who  was  undoubtedly  our  leading 
patent  judge  in  the  Seventh  Circuit.  He  has  since 
retired. 

But  he  stated, 

"*  *  *  defendants'  argument  based  on  these  prior 
art  patents,  not  cited  m  the  Patent  Office,  is  not 
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convincing.     It  has  been  held,  and  we  think  with 

logic,  that  it  is  as  reasonable  to  conclude  that  [31] 

a  prior  art  patent  not  cited  was  considered  and 

i     cast  aside   because  not  pertinent,   as   to   conclude 

j     that  it  was  inadvertently  overlooked  *  *  *" 

'        So,    I    don't   believe   we   have    a    situation   here 

where,  as  in  the  Delco  case,  it  can  be  said  to  be 

plain  that  the  best  prior  art  patents  were  missed. 

Now,  as  to  whether  Browell  is  such  a  powerful 
reference  here,  since  we  have  incorporated  every- 
thing by  reference  I  would  like  to  refer  to  the  appeal 
brief  wliich  was  filed  hj  Holly  in  which  they  stated, 
"A  study  of  the  Browell  patent  moreover  shows 
that  what  it  discloses  is  basically  different  from 
what  defendant  makes  and  sells.  All  that  Browell 
discloses  is  the  jacketed  pipe  connected  to  a  fire- 
place *  *  *" 

and  then  they  go  on  and  finally  conclude, 
^      "*  *  *  in  short,  the  Browell  fireplace  and  jacketed 
flue  bear  no  more  than  a  superficial  resemblance  to 
the  defendants'  wall  heater." 

The  Court:  You  think  that  that  cancels  out 
what  Mr.  T^yon  says  about  the  patent  in  suit? 

Mr.  Tilton:  I  think  it  is  at  least  as  good  if  we 
are  going  to  consider  that  sort  of  thing.  And,  inci- 
dentally, the  court  of  appeals  agreed  with  that 
statement  and  so  held  in  their  opinion.   [32] 

The  Court:  What  do  you  say  on  this  point  that 
Claim  2  was  added  long  after  the  alleged  infring- 
ing device  appeared  on  the  market? 

Mr.  Tilton:     Our  position,  your  Honor,  is  that 
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that  is  a  complete  misinterpretation  of  the  file 
wrapi^er.  It  is  true  that  at  the  outset  Claim  1  of 
the  patent  called  for  the  feature  of  using  a  ]3luralitv 
of  air  streams  to  ventilate  the  flue.  This  claim 
was  I'ejected  as  directly  anticipated  on  Bacon  and 
on  the  Derrough  patent  in  the  first  action  and  was 
withdrawn.  The  subject  matter  that  Avas  carried 
all  the  way  through  and  on  which  claims  were 
eventually  allowed  is  that  found  in  Claim  3  of  the 
original  application,  and  there  is  nothing  in  Claim 
3  that  says  that  you  must  use  two  stages  of  heat 
exchange.  Rather,  it  claims  a  particular  means  for 
overcoming  hot  spots  in  a  flue  of  this  type  of  miit 
which  can  be  applied  either  once  or  twice. 

The  Court:  Did  Claim  3  in  the  original  appli- 
cation become  Claim  2  allowed"? 

Mr.  Tilton:  Yes.  If  I  may  refer  to  that,  your 
Honor.  The  final  wording  of  Claim  2  in  the  patent 
is  somewhat  different  in  that  it  is  longer.  Claim 
3  is  a  broader  statement  of  this  inventiA'e  principle, 
but  nevertheless  it  is  perfectly  clear  that  it  was  the 
same  invention  that  followed  all  the  way  through 
here. 

The  Court:  Well,  did  Claim  3  become  Claim  2 
as   [33]   allowed? 

Mr.  Tilton:  Claim  3  was  cancelled  for  the  pur- 
pose of  rewriting  in  the  first  amendment  and  an- 
other claim  presented  on  that  subject  matter  and 
followed  all  the  way  through  until  that  subject 
matter  was  eventually  allowed.  And  our  position 
is  that  at  all  times  there  was  complete  continuity 
of  this  subject  matter. 
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If  your  Honor  would  care  to  go  into  this  just  a 
little  further  at  this  time,  if  you  will  look  at  the 
copy  of  the  Giwosky  patent  which  I  handed  up;  I 
think  that  it  is  right  below  the  Hollingsworth  pat- 
ent. If  you  do  that,  I  think  I  can  explain  what 
we  have.  Actually,  there  is  not  two  inventions 
here  but  only  one.  If  you  will  notice,  the  area  in 
dispute  is  the  lower  one,  of  course,  and  you  find 
there  this  plate  18  which  extends  across  the  tox-) 
of  the  heater  and  directs  the  hot  air  out  into  the 
room. 

Now,  directly  above  that  is  the  lower  end  of  the 
front  wall,  and  that  is  one  of  the  most  vulnerable 
points  for  overheating.  And  what  is  done  there 
to  overcome  that  is  to  bring  the  cool  room  air  in 
and  pass  it  over  that  plate,  thereby  reducing  its 
temperature  and  reducing  the  amount  of  heat  radi- 
ated to  that  Avail. 

Now,  we  'find  that  another  hot  spot  occurs  up 
toward  the  top  of  the  unit,  and  there  again  Griwosky 
does  exactly  the  same  thing.  He  provided  a  bar- 
rier plate.  No.  26,  which  [34]  brings  the  hot  air  out 
underneath  and  brings  the  cool  air  in  over  the  top 
of  it.  And  then  to  say,  as  our  opponents  here 
apparently  do  say,  that  what  Giwosky  thought  he 
invented  was  a  three-stage  heat  exchange  unit  is 
just  impossible  on  any  examination  of  this  patent. 
I  mean,  what  he  was  doing  here  was  trying  to  find 
a  means  of  overcoming  hot  spots  and,  thereby, 
creating  an  improvement  over  what  Hollingsw^orth 
had  done.  And  it  is  true,  he  had  two  hot  spots 
and  he  used   the   invention   twice.     But   the   sub- 
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ject  matter  tliat  we  claim  is  inyolved  in  this  suit 
would  apply  whether  it  Avas  used  once,  twice,  three 
or  four  times. 

So,  we  can't  see  that  there  is  any  basis  for  the 
contention  that  you  have  to  use  it  twice.  Claim  3 
only  calls  for  it  once.  And  we  had  a  claim  before 
the  Patent  Office  at  all  times  which  called  for  it 
only  once. 

Of  course,  I  recognize  that  these  matters  hi- 
Yolve  a  rather  detailed  consti'uction  of  the  claims, 
and  that  our  position  is  that  that  can  be  more 
readily  done  at  the  trial,  but 

The  Court:  If  this  is  an  invention  over  Hol- 
lingsworth's  device,  how  does  the  HoUingsworth  de- 
vice infringe? 

Mr.  Tilton:  Yes,  your  Honor.  I  would  be  very 
happy  to  go  into  that. 

The  Court:  I  don't  believe  that  is  before  me 
though,  on  this  motion.  The  motion  is  based  upon 
validity.   [35] 

Mr.  Tilton:  I  think  it  is  in  this  way:  That  the 
defendant  takes  a  position  which — or,  ratlier,  the 
Siegler  Company,  the  declaratory  plaintiff,  takes 
the  position  that  they  are  entitled  to  intervening 
rights  because  the  device  which  they  manufactured 
from  1954  on  comes  imder  our  claims.  Now,  if 
that  is  true  it  must  have  infringed.  So,  it's  a 
threshold  issue  on  the  matter  of  intervening  rights. 
You  must  hold  it  infringed  before  you  can  create 
intervening  rights.  And  here  they  are  in  denying 
the  inf]'ingement,   while   at  the   same  time   askinsr 
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your  Honor  on  a  motion  for  summary  judgment 
to  hold  that  they  have  intervenmg  rights. 

The  Court:  Normally,  if  the  prior  device  in- 
fringes, why,  it  anticipates,  doesn't  it? 

Mr.  Til  ton :    That  is  quite  right,  your  Honor. 

If  T  might  hand  this  up  to  your  Honor.  This  is 
a  photograph  from  the  deposition  of  Mr.  Tiiggers 
in  this  case,  and  that  represents  a  front  view  of  the 
heater  which  Holly  originally  manufactured  from 
1950  to  1954. 

Now,  as  compared  with  that  we  have  these  photo- 
graphs which  were  attached  to  Mr.  NeAvton's  affi- 
davit— and  I  will  hand  them  up  again  for  con- 
venience— which  show  the  device  as  modified  in 
1954.  And  your  Honor  will  notice  that  there  is 
an  opening  at  the  to})  about  12  inches  wide — 12 
inches  long  and  one  and  a  half  inches  wide — which 
communicates  directly  with  the  economizer.  You 
can  stick  both  hands  in  [36]  there  and  practically 
reach  inside  of  the  economizer.  Prior  to  that  they 
had  a  solid  metal  X)late  across  that  opening. 

This  isn't  a  leakage  question.  We  are  not  com- 
plaining about  a  little  air  leaking  into  the  heater. 
This  is  a  situation  in  which  they  modified  their 
construction,  and  our  position  is  that  they  had  to 
do  it  in  order  to  pass  the  more  stringent  A.G.A. 
requirements  in  1954. 

Now,  our  patent  was  applied  for  well  before  they 
came  on  the  market.  We  applied  for  it  in  1953. 
And  our  heater  was  on  the  market  in  '52. 

The  Court :    Well,  if  you  say  that  Holly  infringes. 
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then  aren't  you  saying  that  the  Hollingsworth  pat- 
ent anticipates  the  Giwosky  patent  in  suit? 

Mr.  Tilton :  If  your  Honor  will  look  at  the  copy 
of  the  Hollingsworth  patent  that  I  handed  up,  you 
will  find  that  in  the  area  where  they  now  have  an 
opening  they  had  nothing  but  a  solid  metal  plate. 
That  is  the  area  which  is  marked  "critical  area"  on 
that  copy.  s 

The  Court:    Yes.    I  have  it  before  me. 

Mr.  Tilton:  What  the  Examiner  did  in  the  Pat- 
ent Office — and  incidentally,  this  case  was  very 
thoroughly  examined.  We  discussed  it  not  only  with 
the  primary  Examiner  but  also  the  chief  Examiner 
of  the  division,  and  the  rejection  was  that  it  would 
not  require  invention  in  view  of  Hollingsworth  to 
open  that  plate  that  is  shown  solid  there  and  to 
bring  [37]  in  air  into  the  economizer  in  view  of 
the  other  references,  such  as  Derrough  and  Bacon 
which  show  the  ventilating  of  flues. 

And  so  the  exact  issue  of  validity  over  the  prior 
art  as  presented  in  this  case  was  presented  to  the 
Patent  Of&cc.     There  is  no  difference. 

Now,  we  had  this  question  that  was  raised  by 
Mr.  Hoegh  in  which  he  said  that  we  misrepresented 
something  to  the  Patent  Office.  Well,  noAV,  I  don't 
know  how  that  is  before  your  Honor  at  this  time. 
They  have  filed  no  affidavit  which  says  that  we 
misrepresented  anything,  or  why.  But  the  point 
Avas  simpl^y  that  we  pointed  out  to  the  Patent 
Office  that  that  area  marked  "critical  area"  was 
essentially  a  dead  air  space,  and  it  is.  You  can 
see  it  from  the  patent.    It  is  simply  an  area  which 
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is  bracketed  metal  plates  and  enjoins  the  wall. 
And  there  is  no  provision  for  bringing  air  directly 
into  that  space  from  the  room,  as  we  have  in  the 
construction  which  they  went  to  in  1954. 

So,  we  feel  this  is  a  case  that  has  real  substance. 
It's  not  one  that  can  be  disposed  of  on  a  prelim- 
inary motion  such  as  this. 

The  Court:  Is  it  your  position  that  the  alleged 
infringing  devices  are  not  manufactured  in  accord- 
ance with  the  teachings  of  the  Hollingsworth  pat- 
ent? 

Mr.  Tilton :  That  is  correct,  your  Honor.  In  the 
[38]  Hollingsworth  patent  100  per  cent  of  the  air, 
as  you  recall,  was  supplied  to  the  economizer  from 
the  back  wall  space.  They  now  have  this  large 
opening  in  front  which  communicates  directly  with 
the  economizer,  and  it  is  our  position  that  they 
never  could  have  gotten  that  vzall  area  right  above 
that  cool  enough  to  pass  A.Gr.A.  if  they  hadn't 
opened  it  up. 

Now,  why  did  they  make  the  change?  The  only 
answer  Mr.  Hollingsworth  could  give  in  the  deposi- 
tion in  this  ease  was  that  they  wanted  to  save  the 
price  of  this  piece  of  metal  which  went  all  the  way 
across.  But  he  admits  that  he  knew  of  the  Cole- 
man device  before  he  made  this  change,  befcu-e  he 
thought  of  making  it;  and  he  kuew  of  the  Cole- 
man principle  of  operation.  So,  at  the  very  least, 
he  must  have  known  that  he  could  take  that  off 
without  doiug  any  detriment  to  the  unit. 

The  Court:  Doesn't  the  plaintiff  say  here  that 
this  patent  in  suit  is  purely  a  paper  patent,  that 
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no  device  lias  ever  been  made  according  to  its  teach- 
ings'? 

Mr.  Tilton :  Yes.  I  am  glad  you  mentioned  tliat, 
your  Honor.  If  you  will  look  at  the  copy  of  the 
Giwosky  patent  that  I  handed  up,  I  just  cannot 
understand  how  this  point  can  keep  being  raised 
when  it  is  so  absolutely  contrary  to  all  of  the  evi- 
dence. 

You  can  see  from  the  Giwosky  patent  itself  that 
it  utterly  falls.  [39] 

The  Court :  I  don't  suppose  it's  of  any  considera- 
tion. If  it  is  disputed  I  couldn't  consider  it  on 
this  motion,  anyhow. 

Mr.  Tilton:  I  think  that  is  quite  true,  but  if  I 
might  just  take  a  moment,  your  Honor,  you  recall 
this  leakage  passage  from  the  back  space  that  went 
under  and  came  around — if  you  will  look  at  the 
copy  of  the  Giwosky  patent  you  will  see  that  the 
bottom  of  the  economizer,  the  space,  the  barrier 
plates,  and  the  little  passage  through  there  which 
communicates  with  the  back  wall  space;  and  that  is 
the  leakage  passage  on  which  we  were  held  to  in- 
fringe, shown  right  in  the  patent.  So,  how  in  the 
world  can  anyone  contend  that  we  didn't  make  a 
commercial  device  like  the  one  sho\^m  in  the  pat- 
ent?   It's  an  absurdity  on  the  face  of  it. 

The  Court:  Well,  I  wouldn't  decide  this  motion 
upon  anything  that  is  in  dispute.  As  far  as  the 
facts  were  concerned,  I  assume — not  that  it  would 
Inake  any  difference — determining  validity.  It 
might  be  of  importance  on  the  issue  of  infringe- 
ment. 
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Is  there  anything  further? 

Mr.  Tilton:  Of  course,  from  a  legal  standpoint 
it  is  really  unsound,  anyhow.  It's  like  arguing  that 
nothing  could  have  infringed  the  Hollingsworth  pat- 
ent that  didn't  get  100  per  cent  of  the  air  from 
the  back  wall  space.  That  isn't  the  issue  on  the 
question  of  infringement.  That  is,  [40]  there  may 
be  other  forms  that  fall  in  the  broader  claim. 

I  think  the  issue  here,  perhaps  ironically  or  not, 
is  just  the  converse;  that  we  have  the  question 
here  as  to  whether  enough  air  goes  in  this  opening 
that  they  have  provided  to  affect  the  operation  of 
the  heater,  to  achieve  the  result  of  reducing  these 
wall  temperatures  and  helping  them  in  satisfying 
the  A.G.A.  requirements;  and  that  we  feel  our 
evidence  will  show  that  at  the  trial. 

The  Court:  This  is  becoming  a  very  crowded 
art,  isn't  it?     It  wasn't  heretofore. 

Anything  further? 

Mr.  Tilton:  Well,  I  don't  know  how  far  to  go 
with  this.  There  is  one  point  that  Mr.  Hoegh  didn't 
stress  in  his  oral  argument  but  which  is  one  of 
the  principal  points  in  their  brief,  and  I  would 
like  to  spend  just  a  moment  on  it. 

In  Claim  2  it  is  stated  that  the  cool  room  air 
coming  in  is  in  heat  exchange  relation  with  this 
barrier  plate,  and  they  claim  that  that  term  "heat 
exchange  relation"  is  new  matter  and  it's  improper, 
wasn't  part  of  the  invention,  and  so  on.  And  yet 
the  original  ai^plication  very  clearly  stated  that 
this  room  air  was  directed  on  the  lAcitv,  that  it  im- 
pinged on  the  plate,  and  any  cool  air  stream  im- 
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pinging  on  a  heated  plate  is  necessarily  in  heat  ex- 
change relation  with  it. 

Now,  Mr.  Griwosky  signed  an  affidavit  for  the 
plaintiff  [41]  here,  but  when  asked  about  this  x3oint 
he  very  readily  agreed,  and  in  his  second  affidavit, 
which  we  have  filed,  he  said,  "As  stated  in  my 
patent  axDiDlication  as  origmally  filed  tliis  room  air 
impinged  on  the  closure  jilate — "  and  that  being  a 
quote  from  the  original  specification  " — and  would, 
thereby,  necessarily  be  in  heat  exchange  relation 
with  the  plate." 

So,  we  have  simply  a  quibble  over  terms.  I  don't 
see  any  reason  to  spend  more  time  on  that. 

As  your  Honor  knows,  the  procedure  for  obtain- 
ing a  patent  is  one  of  negotiation  between  the  pat- 
ent attorney  and  the  Patent  Office.  An  inventor 
develops  a  particular  mechanical  structure,  but  he 
is  in  no  position  to  say  what  his  invention  is  in 
relation  to  the  xorior  art  as  far  as  a  claim  definition. 
That  is  worked  out  by  a  process  of  negotiation. 
And  to  pinpoint  the  precise  point  of  novelty  in  re- 
lation to  the  art  involves  a  very  formal  detail- type 
of  definition.  So  you  frequently  find — in  fact,  I 
would  say  you  almost  always  fijid  an  inventor  didn't 
originally  conceive  his  invention  in  the  exact  iden- 
tical terms  in  the  final  claims.  Those  are  worked 
out  in  relation  to  the  art. 

There  are  many  cases — we  cite  some  of  them  on 
page  4  of  our  memorandum — which  hold  tliat  in 
order  to  fully  protect  the  real  invention  great  lati- 
tude is  given  in  making  these  amendments. 

"j^here  is  one  case  quoted  in  the  brief,  but  there 
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is  [42]  another  recent  one  in  the  Seventh  Circuit 
that  brings  this  out  very  well.  And  that  is  Giacle 
V.  Wahlgreen.  It  is  cited  but  not  quoted.  In  that 
case  this  question  was  raised  of  new  matter  and 
the  Court  of  Appeals  there  stated, 

"It  is  also  urged  by  defendants  that  the  claims  in 
the  Martin  patent  were  not  the  same  as  claims 
originally  filed  and  that  certain  amendments  were 
made  of  the  specifications  while  the  application  w^as 
pending,  hence  they  assert  that  the  final  claim 
should  have  been  supported  by  a  supplemental  oath. 
A  supplemental  oath  is  required  only  when  an 
applicant  claims  some  phase  of  his  invention  quite 
different  than  what  was  originally  claimed.  The 
original  claims  of  the  Martin  patent  are  directed 
to  the  same  general  subject  matter  as  those  in  the 
patent,  and  we  think  this  contention  is  without 
merit." 

Now,  it  is  our  position  here  that  we  have  a 
clearer  case,  really,  than  this  Glade  v.  Wahlgreen; 
that  we  didn't  simply  claim  the  same  general  sub- 
ject matter,  but  we  put  a  searchlight  on  this  fea- 
ture that  we  v/anted  to  patent  and  we  followed  it 
all  the  way  through.  We  had  to  give  up  on  the 
broad  idea  of  ventilating  the  fine  with  two  cool 
air  streams  because  that  was  directly  met.  But 
there  was  a  very  thorough  examination  of  this  i^at- 
ent  on  that  one  particular  feature. 

Now,  the  Siegler  Company  in  their  presentation 
have  [43]  relied  on  the  Muncie  Gear  decision  of 
which  I  expect  your  Honor  has  heard  before.  It 
is  the  one  that  is  discussed  a  lot  but  it  actuallv  has 


296  Tlie  Colem>an  Company,  Inc.,  vs. 

a  very  limited  ai^plication.  In  the  Muncie  Gear 
case  the  patentee  had  disclosed  something  in  his  pat- 
ent drawing  which  he  didn't  regard  as  an  invention 
at  all.  He  later,  many  years  later  claimed  an  en- 
tirely different  invention  from  anything  that  he 
originally  indicated.  And  in  that  case  it  is  equiva- 
lent to  filing  a  new  application,  and  the  public  use 
bar  cut  it  off,  as  well  as  the  use  by  other  com- 
panies. So  that  case  has  a  very  limited  application. 
And  that  fact  is  well  brought  out. 

We  cite  the  Coats  Loaders  case  on  page  4  of  our 
memorandum.  And  in  the  Coats  Loaders  case  it 
brings  out  that  Muncie  Gear  doesn't  even  apply 
where  you  claim  something  consisting  of  three  ele- 
ments and  you  later  drop  out  one  element;  because 
obviously  the  two  elements  were  part  of  what  you 
were  originally  claiming.  And  that  is  a  recent  de- 
cision in  the  Sixth  Circuit,  a  1956  case.  So  I  don't 
feel  that  Muncie  Gear  could  possibly  have  any  ap- 
plication here. 

They  cite  four  other  new  cases  which  I  would 
like  to  just  comment  on  briefly.  The  Western  Elec- 
tric case  is  a  Supreme  Court  decision  and  dealt 
with  a  divisional  application.  By  definition  a  divi- 
sional application  relates  to  a  different  invention. 
So  that  if  when  you  file  a  divisional  application 
you  do  have  a  situation  in  which  you  are  shifting 
[44]  to  an  entirely  different  invention. 

And  the  Dwight  and  Lloyd  case  also  involved 
shifting  to  an  entirely  different  subject  matter. 
The  Westinghouse  case  and  the  Cro\^ai  Cork  case 
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both  involved  divisional  applications  and  followed 
the  same  rule. 

The  Court :  Those  are  the  cases  cited  on  page  12 
of  the  defendant's  reply  brief? 

Mr.  Tilton:  Yes,  your  Honor,  page  12  of  their 
memorandum. 

The  other  case  that  they  particularly  rely  on  in 
their  original  brief — and  I  didn't  have  time  to  run 
this  down  when  we  filed  our  reply — is  the  case  of 
Chicago  &  iSTorthwestern  Railway  Co.  v.  Sales. 
Now,  they  say  that  case  means  that  any  chaiige  in 
your  claims  with  reference  to  another  company  is 
at  your  prejudice  and  that  you  can  enlarge  your 
claims  or  change  them  to  cover  something  an  in- 
fringer is  doing. 

Now,  the  Northwestern  Railway  ease  was  dis- 
tinguished, and  the  actual  rule  as  stated  in  Hobbs 
V.  Beach,  ISO  U.S.  383,  v^hich  case  holds  that  there 
is  no  departure  Avhere  the  original  specifications 
suggest — and  the  word  "suggest"  is  the  one  used 
in  the  opinion — the  final  claims.  And  that  is  true 
even  where  there  was  a  complete  element  omitted 
from  the  claims  as  oricrinallv  filed. 

So  it's  the  rule  of  the  Northwestern  case,  the  [45] 
Muncie  Gear  case,  all  of  those  cases  apply  where 
you  start  off  on  one  track  and  shift  to  something 
entirely  different.  It  isn't  just  the  usual  procedure 
of  v/orking  oTit  the  formulation  of  your  claims  in 
the  negotiations. 

In  closing  I  would  like  to  mention  one  other 
decision,  and  interestingly  enough  the  case  most 
precisely  in  Y)oint  came  out  of  our  opponent's  brief, 
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and  I  didn't  notice  it  until  I  came  out  here.  xVnd 
it  is  the  Wagenhorst  v.  Hydraulic  Steel  Co.  case, 
27  F.  2d  27,  a  Second  Circuit  decision  by  Judge 
Dennison,  vs^lio  perhaps  next  to  Judge  Learned 
Hand  was  one  of  our  finest  patent  judges. 

The  Court:   27  F.  2d? 

Mr.  Tilton:  It  is  at  27  F.  2d  27  and  the  point  is 
at  page  31.  And  it  is  cited,  incidentally,  in  another 
connection  in  the  Siegier  brief.  But  if  I  might  just 
read  from  that,  because  it  is  so  directly  pertinent. 

In  that  case,  by  the  way,  the  facts  were  that  the 
patentee  never  appreciated  that  having  lugs  at- 
tached to  this  rim  was  an  important  part  of  his  in- 
vention, although  he  disclosed  it.  A  competitor 
came  out  with  it  and  he  filed  a  claim  on  it,  and  this 
comx^etitor  is  now  being  sued,  and  this  is  what  the 
court  says: 

''If  this  specific  form  involved  invention,  he  knew 
that  he  had  made  it  and  reduced  it  to  practice  long 
before,  and  that  he  and  not  the  [46]  later  comer  was 
entitled  to  the  patent.  Perhaps,  if  he  had  not  seen 
the  competing  construction,  he  would  not  have  made 
the  specific  claim;  perhaps,  in  the  regular  prosecu- 
tion of  his  application,  he  would;  but,  so  long  as 
the  applicant  does  not  depart  from  or  unduly  en- 
large the  invention  actually  shown  by  his  sx)ecifica- 
tions  and  drawmgs,  he  may  at  any  time  amend 
Ills  claim,  so  as  to  secure  his  real  invention;  and  it 
is  not  controlling  that  he  did  not  realize  his  claims 
were  inadequate  until  he  saw  the  competing  de- 
vice *  *  *'• 

And,  so,  it  actually  is  immaterial  whether  Cole- 
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man  was  stimulated  into  action  to  get  a  better  type 
of  claim  by  seeing  the  Holly  device.  The  facts 
are,  if  it  is  material,  that  that  was  not  true. 

Mr.  DaAvson,  my  partner,  was  prosecuting  the 
case  at  that  time  and  he  tells  me  that  he  had  no 
knowledge  whatsoever  which  led  him  to  try  to  write 
a  claim  to  cover  the  Holly  device.  He  was  simply 
prosecutijig  a  case  in  relation  to  the  prior  art.  If 
that  was  material — which  I  don't  think  it  is — he 
can  certainly  testify,  and  he  would  so  testify.  But 
I  think  the  law  is  as  stated  in  the  Wagenhorst  case, 
and  so  it  is  not  a  material  issue. 

There  is  one  other  decision  I  have  a  note  of  here, 
your  Honor,  which  is  pertinent  to  one  phase  of  this. 
That  [47]  case  is  Gibson  v.  Smoot,  28  F.  2d  123-129. 
And  this  case  brings  out  the  rule,  the  common  sense 
rule,  actually,  that  a  patentee  does  not  need  to  con- 
ceive of  his  ijivention  in  the  same  words  as  finally 
used  in  the  claims  which  are  drawn  in  relation  to 
the  prior  art.  That  rule  is  so  self-evident  that  it 
is  rare  that  you  find  it  in  an  opinion.  But  it  did 
come  up  in  that  case  and  there  is  a  square  holding 
on  the  point. 

I  think  that  is  all  I  have,  your  Honoi*,  unless 
there  are  some  other  areas.  We  have  taken  deposi- 
tions. We  have  had  interrogatories.  If  we  were 
going  to  try  this  case  I  think  we  could  go  on  the 
rest  of  the  day  but  I  don't  think  it  is  necessary. 

The  Court:     Very  well. 

Bo  you  have  any  reply? 

Mr.  Hoegh:  Well,  your  Honor,  the  critical  hour 
is  at  hand.    If  I  could  just  have  two  minutes. 
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The  Court:  What  do  you  say  to  Mr.  Tilton's 
point  that  this  contention  of  yours  that  the  inter- 
position of  Claim  2  after  plaintiff's  devices  ap- 
peared on  the  market,  the  contention  of  which  is  not 
available  to  you  as  long  as  you  are  denying  in- 
fringement ? 

Mr.  Hoegh:  Your  Honor,  I  don't  believe  that 
that's  true.  It  is  enough  if  the  charge  of  infringe- 
ment is  made.  The  judge  pointed  out  in  the  West- 
inghouse  case,  22  F.  2d  823— it  was,  I  believe,  that 
one  that  the  court  had  this  very  [48]  same  situa- 
tion before  it.  And  we  will  take  it  either  way,  of 
course.  If  we  don't  infringe  we  are  all  right, 
and 

The  Court:  Well,  infringement  isn't  involved 
on  this  motion. 

Mr.  Hoegh:  ^o  it  is  not.  Just  the  charge  of 
infringement,  as  I  read  that  case,  was  sufficient  to 
invalidate  the  claim  that  was  filed  two  years  after 
the  devices  alleged  to  infringe  appeared  on  the 
market. 

The  Court:  That's  the  Westinghouse  case  in  the 
Second  Circuit,  22  F.  2d  277? 

Mr.  Hoegh:  Yes,  your  Honor.  That  one  or  the 
Dwight  V.  Lloyd  case  cited  just  following  it  on 
page  12  of  our  memorandum. 

The  Court:  What  do  you  say  to  the  point  that 
these  were  divisional  applications? 

Mr.  Hoegh:  Your  Honor,  I  would  consider  a 
divisional  application  to  be  an  amendment.  It 
would  have  to  be  an  amendment.  In  my  under- 
standing of  the   patent  law  you  have   to   present 
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matters  which  were  originally  disclosed  liefore  the 
division  could  be  filed. 

And  to  just  elaborate  briefly  on  that  disclosure. 
Again,  I'd  like  to  point  out  that  Mr.  Giwosky  dis- 
closed a  x:)roblem,  an  overheating  problem  at  the 
top  of  the  economizer  outlet,  and  he  disclosed  one 
Avay  of  solving  that  x^i'oblem,  and  that  was  to  use 
a  third  stage  air  circulation  past  that  [49]  particu- 
lar hot  spot.  He  found  such  a  third  stage  to  be 
essential  to  his  device  in  Claim  3,  upon  wliich  Mr. 
Til  ton  relies  in  saying  that  the  subject  matter  of 
Claim  2  was  in  this  case  throughout;  and  even  that 
one  defines  a  third  stage  of  heat  exchange.  I  don't 
ask  you  to  take  my  word  for  it  or  Mr.  Tilton's 
word  for  it.  It's  in  the  file  w^rapper  as  one  of  the 
orginial  claims;  and  it  clearly  defines  an  enclosure 
plate,  as  it  is  sometimes  called  in  this  application, 
below  which  air  is  discharged  and  above  which  air 
is  taken  in. 

Further,  since  Mr.  Giwosky  found  that  three 
stages  of  heat  exchange  were  essential  to  the  opera- 
tion of  his  device,  as  he  states  in  his  affidavit;  and 
he  also  states  in  his  affidavit  that  the  original  appli- 
cation was  directed  to  three  stages  of  heat  ex- 
change. 

The  omission  of  a  claim  or  an  element  of  a  claim 
which  was  essential  to  the  operation  of  his  device, 
in  my  opinion,  takes  that  device  outside  the  scope 
of  w^hat  he  originally  applied  for. 

On  our  point  that  the  intervening  rights  of  the 
plaintiff  have  invalidated  the  claim,  I  would  like 
to  read  from  Webster  Electric  Company  vs.  Split- 


302  The  Coleman  Company,  Inc.,  vs. 

dorf,  792,  which  indicates  that  the  test  of  wliether 
or  not  new  matter  is  shown  is  not  the  same  where 
a  claim  of  intervening  rights  is  made  as  where  a 
claim  of  new  matter  is  made,  in  violation  of  the 
statutory  prohibition  against  inserting  new  matter. 
The  [50]  court  there  states, 

"A  comparison  of  these  claims  as  set  forth  in  the 
patent  with  the  claims  in  the  original  application, 
to  say  the  least,  leaves  in  doubt  the  question  whether 
they  were  not  so  materially  enlarged  as  to  preclude 
their  allowance  on  the  original  application.  But 
this  aside,  the  evidence  establishes  to  our  satisfac- 
tion that  Cain,  the  inventor,  did  not  originally  in- 
tend to  assert  these  amended  claims  because  he 
considered  their  subject  matter  one  merely  of  de- 
sign and  not  of  invention.  And  the  inference  is 
fully  warranted  that  the  intention  to  do  so  was 
not  entertained  prior  to  1918,  Avhich  was  several 
years  after  the  original  application  was  on  file. 
During  all  this  time  their  subject  matter  was  dis- 
closed and  in  general  use,  and  Cain  and  his  as- 
signees, so  far  as  Claims  7  and  8  are  concerned, 
simply  stood  by  and  aAvaited  developments." 

It  is  the  position  of  the  plaintiff  that  that  exact 
same  pattern  was  followed  by  the  defendant  in  this 
case.  The  matter  upon  which  the  Coleman  Com- 
pany placed  particular  stress  in  getting  this  patent 
allowed,  the  use  of  room  air  to  flow  across  the  top 
of  ihQ  lower  box  in  heat  exchange  relation  to  that 
box  top,  is  one  which  Mr.  Giwosky  considered  to 
be  merely  a  detailed  design;  and  I  [51]  don't  think 
there  is  anything  in  either  of  his  affidavits  that 
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would  in  any  way  vitiate  that  statement.  And, 
therefore,  tlie  very  matter  npon  which  Coleman  got 
this  claim  allowed  was  something  which  he  did  not 
consider  to  be  part  of  his  invention. 

More  than  that,  he  considered  the  element  which 
was  omitted  in  Claim  2  to  be  essential  to  the  proper 
operation  of  the  device  or  any  device  which  he  pro- 
posed in  his  original  application,  and  one  which 
he  naturally  felt  or  thought  would  have  utility. 

For  those  reasons  we  think  this  claim  is  invalid. 

The  Court:  The  motion  will  stand  submitted, 
gentlemen  ? 

Mr.  Tilton:  Unless  your  Honor  would  like  to 
go  into  this  question  about  the  invention  covered 
by  Claim  3  of  the  original  application.  I  think  I 
can  show  very  quickly  that  that  is  directed  to  the 
invention  now  covered  by  Claim  2.  But  I  think  it 
is  one  of  the  triable  issues  here. 

The  Court:    Is  it  disclosed  by  reading  the  claim? 

Mr.  Tilton:  I  think  it  is,  your  Honor.  With 
your  background  in  this  field  I  think  it  is  clear  that 
it  recites  the  barrier  plate  and  recites  the  hot  air 
come  out  underneath  and  cold  air  going  on  top, 
and  there  is  nothing  in  there  at  all  about  two  heat 
exchange  stages.  That  is  Claim  1,  which  we  can- 
celled. [52] 

I  should  be  very  hax)py  to  have  it  stand  sui^mit- 
ted,  your  Honor,  as  it  reads  in  our  bi'ief. 

Mr.  Hoegh:  I  think  the  claim  clearly  recites, 
your  Honor,  that  the  barrier  plate  referred  to  is 
in  the  flue  and  not  between  what  might  be  called 
the  economizer  and  the  lower  box. 
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The  Court:     Very  well,  gentlemen.     The  motion 
for  summary  judgment  w^ill  stand  submitted.   [53] 

[Endorsed] :     Filed  August  19,  1958. 


t 


[Endorsed]  :  No.  16154.  United  States  Court  of 
Appeals  for  the  Ninth  Circuit.  The  Coleman  Com- 
pany, Inc.,  a  Corporation,  Appellant,  vs.  The  Sieg- 
ler  Corporation,  a  Corporation,  Appellee.  Tran- 
script of  Record.  Appeal  from  the  United  States 
District  Court  for  the  Southern  District  of  Cali- 
fornia, Central  Division. 

Filed:    August  20,  1958. 

Supplemental  Filed  January  9,  1959. 

/s/  PAUL  P.  O'BRIEN, 
Clerk  of  the  United  States  Court  of  Appeals  for 
the  Ninth  Circuit. 
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United   States   Court  of  Appeals 
For  The  Ninth  Circuit 

No.  16154 

THE   COLEMAN  COMPANY,  INC.,   a  corpora- 
tion. Appellant, 

vs. 

THE  SIEGILER  CORPORATION,       Appellee. 

APPELLANT'S  CONCISE  STATEMENT  OF 
POINTS  ON  APPEAL  (RULE  17) 

Appellant,  The  Coleman  Company,  Inc..  in  ac- 
cordance with  Rule  17(6)  of  the  United  States 
Court  of  Appeals  for  the  Ninth  Circuit  makes  the 
following  statement  of  points  upon  which  it  intends 
to  rely: 

1.  The  Court  erred  in  granting  summary  judg- 
ment in  favor  of  plaintiff  on  the  ground  that  Claim 
2  of  Giwosky  Patent  No.  2,767,702  is  invalid  as 
being  anticipated  by  Browell  Patent  No.  268,860 
and  Hollingsworth  Patent  No.  2,602,441,  or  as  fail- 
ing to  meet  the  standard  of  invention  j^ecause  lack- 
ing in  patentable  novelty  over  said  Browell  and 
Hollingsworth  patents. 

2.  The  Court  erred  in  holding  that  the  issues  of 
anticipation  and  invention  with  respect  to  Claim  2 
of  said  Giwosky  patent  in  relation  to  said  Browell 
and  Hollingsworth  patents  involve  no  triable  ques- 
tions of  fact. 
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3.  The  Court  erred  in  refusing  to  accord  the 
Giwosky  patent  its  legal  presumption  of  validity 
over  the  j)rior  art  merely  because  the  Browell  pat- 
ent was  not  cited  and  formally  made  of  record  by 
the  Patent  Office  in  the  file  wrapper  of  the  Giwosky 
patent. 

PARKER,  STANBURY,  REESE  & 

McGEE, 
DAWSON,  TILTON,  FALLON  & 
LUNGMUS, 
/s/  By     RAYMOND  G.  STANBURY, 
Attorneys  for  Appellant,   The 
Coleman  Company. 

Affidavit  of  Service  by  Mail  Attached. 

[Endorsed] :  Filed  September  24,  1958.  Paul 
P.  O'Brien,  Clerk. 


[Title  of  Court  of  Appeals  and  Cause.] 

APPELLANT'S  DESIGNATION  OF 
RECORD  (RULE  17) 

Appellant,  The  Coleman  Company,  Inc.,  a  cor- 
poration, in  accordance  with  Rule  17(6)  of  this 
Court,  designates  the  following  as  the  record  which 
is  material  to  the  consideration  of  the  appeal 
herein : 

1.  Complaint. 

2.  Answer  and  Counterclaim. 

3.  Answer  to  Defendant's  Coimtercliam. 

4.  Interrogatories  to  Defendant. 

5.  Plaintiff's  Request  for  Admissions. 
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6.  :N"otice  pursuant  to  35  U.S.C.  Sec.  282. 

7.  Defendant's  Reply  to  Plaintiff's  Request  for 
Admissions  under  Rule  36. 

8.  Interrogatories  to  Plaintiff. 

9.  Plaintiff's  Answers  to  Defendant's  Interroga- 
tories. 

10.  Pretrial  Statement. 

11.  Affidavits,  Prior  Art  Patents,  and  certified 
copy  of  File  Wrapper  in  Support  of  Plaintiff's 
Motion  for  Summary  Judgment. 

12.  Notice  of  Plaintiff's  Motion  for  Summary 
Judgment. 

13.  Memorandum  in  support  of  Motion  for  Sum- 
mary Judgment. 

14.  Memorandum  in  opposition  to  Motion  for 
Smnmary  Judgment. 

15.  Affidavits  su]:)mitted  by  Defendant  in  opposi- 
tion to  Plaintiff's  Liotion  for  Summary  Judgment. 

16.  Statement  of  Genuine  Issues. 

17.  Reply  to  Defendant's  Memorandum  in  Op- 
position to  Plaintiff's  Motion  for  Summary  Judg- 
ment, (including  attached  Exhibits  A  to  D). 

18.  Proposed  Findings  of  Fact  and  Conclusions 
of  Law. 

19.  Order  on  Plaintiff's  Motion  for  Summary 
Judgment. 

20.  Clerk's  Notice  of  entry  of  Summary  Judg- 
ment. 

21.  Findings  of  Fact,  Conclusions  of  Law  and 
Smnmary  Judgment. 

22.  Notice  of  Appeal. 

23.  This  Designation. 
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24.  The  entire  transcript  of  proceedings  of  May 
12,  1958  before  the  Trial  Court,  being  the  proceed- 
ings upon  plaintiff's  Motion  for  Summary  Judg- 
ment. 

PAKKER,  STANBURY,  REESE  & 

McGEE, 
DAWSON,  TILTON,  FALLON  & 
LUNGMUS, 
/s/  By   RAYMOND   O.   STANBURY, 
Attorneys  for  Appellant. 

Affidavit  of  Service  by  Mail  Attached. 

[Endorsed] :  Filed  September  24,  1958.  Paul 
P.  O'Brien,  Clerk. 


[Title  of  Court  of  Appeals  and  Cause.] 

APPELLEE'S  DESIGNATION  OF 
RECORD  (RULE  17) 

Appellee,  The  Siegler  Corporation,  in  accordance 
with  Rule  17(6)  of  this  Court,  designates  the  fol- 
lowing portions  of  the  record  for  printing  in  addi- 
tion to  those  designated  by  Appellant  as  being 
material  to  the  consideration  of  the  apx)eal  herein. 

1.  Defendant's  Answers  to  Plaintiff's  Interroga- 
tories, dated  February  3,  1958. 

2.  Defendant's  Reply  to  Plaintiif's  Request  for 
Admissions  under  Rule  36  dated  February  3,  1958, 
if  the  saine  differs  from  Item  No.  7  in  Appellant's 
Designation. 

3.  That  portion  of  Volume  6  of  the  transcript  of 
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proceedings  had  on  trial  dated  Monday,  January 
24,  1955,  in  Civil  Action  No.  15,886- WM  Civil  be- 
ginning on  line  23,  page  686,  with  the  words  "The 
Court:"  to  and  including  the  statement  "Mr.  Lyon: 
That  is  right."  line  25,  page  687  thereof. 

4.  That  portion  of  the  transcript  of  Record  pre- 
pared on  Appeal  from  Interlocutory  Judgment  No. 
14711,  Volume  I,  beginning  with  the  heading  "Jack 
Kice:"  on  page  283  to  and  including  line  8,  page 
284,  ending  with  the  statement  "*  *  *  my  general 
jurisdiction." 

Page  312,  the  last  14  lines,  begirding  with  the 
words  "Nov/,  we  have  only  been  *  *  *"  to  and  in- 
cluding line  2,  page  316  ending  with  the  words 
"*  *  *  that  dates  back  to  1919." 

Page  354,  beginning  with  line  4,  with  the  word- 
ing "The  Court:  When  you  use  that  term  *  *  *'^ 
to  and  including  line  14,  page  359,  ending  with 
the  statement  "The  Court:  Up  into  the  heat  ex- 
changer?" 

5.  That  portion  of  the  transcript  of  Record  pre- 
pared on  Appeal  from  Interlocutory  Judgment  No. 
14711,  Volume  II,  on  page  512,  beginning  with  the 
headmg  "Plaintiff's  Exhibit  Number  11"  to  and  in- 
cluding the  drawing  designated  Plaintiff's  Exhibit 
1  on  page  516. 

The  entire  contents  of  page  542,  being  Plaintiff's 
Exhibit  Number  43. 

6.  The  decision  of  the  United  States  Court  of 
Appeals  for  the  Ninth  Circuit  rendered  Ax)ril  10, 


SIO  The  Coleman  Company,  Inc.,  vs. 

1956,  Case  Is^.  14711,  and  reported  in  233  F.  2d  71. 

7.  The  following  portions  of  the  transcript  of 
proceedings  before  the  Special  Master,  Civil  Action 

No.  15,886- WM  Civil: 

Volume  1,  dated  September  10,  1957,  page  17, 
beginning  with  the  heading  "Cross  Examination," 
line  11,  to  and  including  line  21  of  page  22. 

Volume  6,  dated  September  18,  1957,  beginning 
with  the  heading  "Direct  Examination,"  page  556, 
line  1,  to  and  including  line  23,  page  568,  conclud- 
ing with  the  words  "*  *  *  of  the  directors." 

Volume  7,  dated  September  19,  1957,  page  722, 
line  1,  beginning  with  the  words  "Mr.  Hoegh:"  to 
and  including  line  20,  ending  with  "*  *  *  1938." 

Volume  8,  dated  September  20,  1957,  page  782, 
line  16,  beginning  with  "Q.  By  Mr.  I-Joegli:  Mr. 
Johnson,  *  *  *"  to  and  including  line  4,  i^age  783, 
including  the  statement,  "I  told  him  that  we  Avould 
not." 

Page  843,  line  11,  beginning  "Q.  By  Mr.  Hoegh: 
Mr.  Johnson,  *  *  *"  to  and  including  line  17,  end- 
ing with  the  words  "*  *  *  meet  A.G.A.  tests." 

Volume  9,  dated  September  24,  1957,  page  859, 
from  the  heading  "Walter  M.  Berry"  on  line  18  to 
and  including  page  939. 

Page  940,  line  17,  beginning  with  the  words  "Al- 
win  B.  Newton"  to  and  including  line  14,  page  942, 
ending  Avitli  the  words  "*  *  *  activities  of  the  com- 
pany." 
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Volume  10,  dated  September  25,  1957,  page  977, 
line  14,  beginning  with  the  wording  "Q.  By  Mr. 
Stanbury:  Now,  will  you  *  *  *"  to  and  including 
line  6,  page  984,  including  the  words  "*  *  *  it  will 
be  received." 

Page  1004  from  line  4,  beginning  with  "Q :  What 
kind  of  *  *  *"  to  and  including  line  1,  page  1005, 
ending  with  the  words  "*  *  *  of  the  year." 

Page  1069,  line  6,  beginning  "Q:  Mr.  Newton, 
*  *  *"  to  and  including  line  15,  concluding  with  the 
words  "*  *  *  get  A.G.A.  approval." 

8.  Appellant's  concise  statement  of  Points  on 
Appeal  (Rule  17)   (served  on  September  23,  1958). 

(Items  3-5  and  7  above  relate  to  portions  of  the 
record  in  the  related  case  entitled  The  Coleman 
Company,  Inc.  vs.  Holly  Manufacturing  Company 
Appeal  No.  16141.  It  is  requested  that  these  por- 
tions of  that  record  be  printed  even  though  the 
parties  have  stipulated  that  the  Court  may  con- 
sider the  entire  record  and  transcript  of  proceed- 
ings in  that  case  without  the  necessity  of  repro- 
ducing it.) 

CHRISTIE,  PARKER   &   HALE, 
/s/  By    C.  RUSSELL  HALE, 

Attorneys   for  Appellee, 
The  Siegler  Corporation. 

Affidavit  of  Service  by  Mail  Attached. 

[Endorsed]:  Filed  September  30,  1958.  Paul 
P.  O'Brien,  Clerk. 
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[Title  of  Court  of  Appeals  and  Cause.] 

STIPULATION  INCORPORATING 
RECORD  BY  REFERENCE 

It  Is  Stipulated  by  the  parties  hereto,  through 
their  respective  counsel,  that  subject  to  the  approval 
of  the  Court  the  entire  record  and  transcript  of 
proceedings  in  The  Coleman  Company,  Inc.,  a  cor- 
poration, vs.  Holly  Manufacturing  Companv,  a  cor- 
poration. No.  16141,  may  be  deemed  part  of  the 
record  on  appeal  in  this  action,  without  duplication 
thereof. 

PARKER,  STANBURY,  REESE  & 

McGEE, 
DAWSON,  TILTON,  FALLON  & 
LUNOMUS, 
/s/  By   RAYMOND   O.   STANBURY, 
Attorneys  for  Appellant, 
The  Colem.an  Company. 

CHRISTIE,   PARKER   &  HALE, 
/s/  By   ASHLEY  STEWART  ORR, 

Attorneys   for  Appellee, 
The  Siegler  Corporation. 

So  Ordered: 

/s/  ALBERT  LEE  STEPHENS, 

Chief  Judge,  U.  S.  Court  of  Appeals 
for  the  Ninth  Circuit. 

[Endorsed]:     Filed  October  2,   1958.     Paul   p 
O'Brien,   Clerk. 
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No.  16154 
IN  THE 


United  States  Court  of  Appeals 

FOR  THE  NINTH  CIRCUIT 


The  Coleman  Company,  Inc.,  a  corporation. 

Defendant- A  ppellant, 
vs. 
The  Siegler  Corporation,  a  corporation. 

Plaintiff -Appellee. 


OPENING  BRIEF  OF  DEFENDANT- 
APPELLANT  THE  COLEMAN  COMPANY. 


Jurisdictional  Statement. 

This  is  an  appeal  in  an  action  where  the  jurisdiction 
of  the  lower  court  was  based  on  28  United  States  Code, 
Section  1338,  relating  to  patent  causes,  and  28  United 
States  Code,  Section  2201,  relating  to  declaratory  judg- 
ments. The  appellate  jurisdiction  of  this  Court  is  based 
on  28  United  States  Code,  Section  1291.  The  judgment 
appealed  from  was  entered  by  Judge  Wm.  Mathes  of  the 
United  States  District  Court,  Southern  District  of  Cali- 
fornia, Central  Division,  after  a  hearing  on  plaintiff- 
appellee's  motion  for  summary  judgment.  Judge  Mathes 
granted  the  motion  for  summary  judgment  and  held  that 
defendant-appellant's  patent  was  invalid  as  to  the  sole 
claim  of  that  patent  which  was  in  issue. 

The  present  case  began  when  plaintiff-appellee,  The 
Siegler  Corporation  (herein  called  "Siegler"),  filed  a  com- 
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plaint  for  a  declaratory  judgment  that  Giwosky  patent 
No.  2,767,702  is  invalid  or  not  infringed,  which  patent  is 
owned  by  the  defendant-appellant,  The  Coleman  Com- 
pany, Inc.  (herein  called  "Coleman").  Coleman  admitted 
the  existence  of  a  controversy  with  respect  to  the  Giwosky 
patent,  and  filed  an  answer  and  counter-claim  denying 
that  the  patent  was  invalid  and  charging  Siegler  with 
infringment.  [R.  3-9.]  Siegler  responded  to  the  counter- 
claim. [R.  10.]  At  Siegler's  request  the  case  was  trans- 
ferred to  Judge  Mathes,  and  thereafter  Siegler  filed  a 
motion  for  summary  judgment  [R.  46-47],  the  granting 
of  which  resulted  in  this  appeal  by  Coleman.  [R.  125-130.] 

The  Giwosky  patent  [R.  314-316]  contains  two  claims. 
Since  it  was  admitted  that  Siegler  had  not  infringed  claim 
1  [R.  291],  the  motion  for  summary  judgment  was  dir- 
ected exclusively  to  an  attack  on  the  validity  of  claim  2. 
[R.  46-47.]  As  the  basis  for  granting  Siegler's  motion 
the  court  held: 

".  .  .  that  claim  2  of  the  patent  in  suit  is  invalid,  being 
anticipated  by  Patent  No.  268,860  to  Browell,  and 
Patent  No.  2,602,441  to  HoUingsworth   .    .    ." 

"...  and  failing  in  all  events  to  meet  the  standard  of 
invention,  because  lacking  in  patentable  novelty.  .  .  ." 
[R.  128.] 

No  other  ground  for  holding  claim  2  invalid  was  relied  on 
by  the  court,  although  Siegler  had  urged  other  grounds 
in  its  motion  for  summary  judgment. 

The  infringment  issue  was  not  directly  involved  in  the 
summary  judgment  proceeding.  However,  it  should  be 
indicated  for  purpose  of  clarity  that  Coleman's  charge  of 
infringement  under  its  Giwosky  patent  is  confined  to  the 
new  lines  of  wall  heaters  which  Siegler  and  its  predecessor 
Holly  introduced  after  Coleman  had  placed  on  the  market 
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its  wall  heaters  embodying  the  Giwosky  design  and  had 
applied  for  the  Giwosky  patent.  Holly's  original  line  of 
wall  heaters  was  based  exclusively  on  the  design  described 
in  its  Hollingsworth  patent.  Coleman's  position  is  that 
Holly  later  modified  the  design  of  its  heaters  to  make  use 
of  the  improvement  covered  by  the  Giwosky  patent.  It  is 
hornbook  law,  of  course,  that  the  ownership  of  an  earlier 
patent  gives  no  right  to  incorporate  the  subsequent  im- 
provements of  others. 

Statement  of  the  Case. 

This  suit  is  related  to  another  case  which  was  heard 
below  by  Judge  Mathes  and  which  is  currently  on  appeal 
before  this  Court  {Holly  Manufacturing  Company  v.  The 
Coleman  Company,  Inc.,  Appeal  No.  16141).  The  plain- 
tiff and  defendant  in  both  cases  are  the  same,  Holly  Manu- 
facturing Company  (herein  called  "Holly")  having  been 
a  division  of  Siegler  since  November,  1955,  and  Coleman 
being  the  appellant  in  both  cases.  Consolidation  of  the 
hearing  of  the  two  appeals  will  be  requested. 

The  Giwosky  patent,  owned  by  Coleman,  the  defendant- 
appellant  herein,  relates  to  gas  wall  heaters.  This  type  of 
heater  is  installed  in  the  wall  of  a  room  between  the  studs, 
and  contains  a  gas  burner  for  supplying  heat.  In  the 
operation  of  such  a  device,  air  is  drawn  from  the  room, 
heated  by  the  device,  and  then  returned  to  the  room  for 
heating  purposes. 

Some  years  ago  the  gas  wall  heater  industry  was  con- 
fronted with  the  problem  of  how  to  maintain  cool  walls 
while  still  achieving  good  efficiency  with  the  larger  capa- 
city wall  heaters.  One  answer  to  this  problem  was  the 
gas  wall  heater  design  of  Hollingsworth  patent  No.  2,602,- 
441  [R.  317-322],  which  was  originally  owned  by  Holly, 
and  is  now  owned  by  Siegler.     (A  prior  opinion  of  this 


Court  dealt  with  the  HolHngsworth  patent :  Holly  Manu- 
facturing Company  v.  The  Coleman  Company,  233  F.  2d 
71.)  The  Giwosky  patent  represents  a  different  and  al- 
legedly better  solution  to  the  same  problem.  [R.  314-316.] 
Coleman's  complaint  in  the  present  case  is  that  Holly 
changed  the  design  of  its  heaters  after  learning  of  the 
Giwosky  improvement  and  that  the  modified  heaters  in- 
corporated the  Giwosky  invention  without  license  from 
Coleman. 

Both  the  Giwosky  and  HolHngsworth  designs  employ  a 
secondary  heater  or  economizer,  which  is  mounted  above 
the  lower  or  primary  heater.  In  the  two  designs,  how- 
ever, the  structural  relationship  of  the  economizer  and  the 
primary  heater  is  quite  different,  as  is  the  mode  of  opera- 
tion of  the  devices  (as  hereinafter  demonstrated). 

In  granting  the  Giwosky  patent,  the  United  States  Pa- 
tent Office  specifically  considered  the  HolHngsworth  patent, 
and  held  that  the  Giwosky  design  represented  a  patentable 
advance  over  that  of  HolHngsworth.  In  its  examination 
of  the  application  which  resulted  in  the  Giwosky  Patent, 
the  Patent  Office  also  considered  other  representative 
patents  of  the  prior  art,  including  Bacon  Patent  No.  786,- 
713  and  Derrough  Patent  No.  1,608,777.  [Giwosky  Patent 
File  Wrapper,  pp.  12-13.]*  These  patents  show  that  the 
combination  of  a  primary  heater  with  an  economizer  in  a 
room  heating  device  was  not  broadly  new  either  with  Hol- 
Hngsworth or  Giwosky. 

In  the  HolHngsworth  design,  the  economizer  or  second- 
ary heater  is  supplied  with  air  which  is  taken  in  below  the 
primary  heater   near  the   floor  of   the  room,   passed   up- 


*This  is  in  evidence  as  an  unnumbered  exhibit.    It  was  not  printed 
pursuant  to  stipulation. 
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wardly  zvithin  the  zvall  spaces  outside  of  and  surrounding 
the  primary  heater,  and  then  passed  into  the  lower  end 
of  the  economizer.  After  passing  through  the  economizer 
heating  zone  (which  is  formed  by  a  jacket  around  the 
flue  pipe),  the  air  which  has  been  received  from  the  lower 
wall  spaces  is  discharged  into  the  room  through  an  outlet 
near  the  top  of  the  economizer.  This  arrangement  of  the 
economizer  so  that  it  receives  air  from  the  wall  spaces  out- 
side of  the  lower  heater  is  the  characteristic  feature  of  the 
Hollingsworth  design.  As  will  subsequently  be  discussed 
in  detail,  Hollingsworth  believed  and  represented  to  the 
Patent  Office  that  it  was  essential  to  first  pass  the  econ- 
omizer air  through  the  wall  spaces  outside  of  the  primary 
heater  in  order  to  solve  the  hot  wall  problem  while  still 
achieving  high  efficiency.  [R.  317-322,  Hollingsworth  Pa- 
tent, col.  4,  lines  30-53.]  According  to  the  Hollingsworth 
patent,  all  of  the  economizer  air  is  to  be  supplied  from  the 
wall  spaces.  This  practice  was  originally  followed  to  the 
letter  in  the  commercial  heaters  manufactured  and  sold 
by  Holly,  the  predecessor  of  Siegler.  [R.  80,  ^7.}  Con- 
sequently, the  wall  heaters  originally  manufactured  and 
sold  by  Holly  were  no  more  anticipatory  of  the  Giwosky 
heater  than  was  the  Hollingsworth  patent  itself. 

In  the  design  of  Coleman's  Giwosky  patent,  the  econ- 
omizer is  supplied  with  air  which  is  taken  directly  from 
the  room  zvithout  being  first  passed  through  the  wall  spaces 
around  the  lower  heater.  [R.  314,  air  inlets  20-21.]  The 
air  for  the  economizer  is  taken  in  at  a  point  well  above 
the  floor  level  and  directly  opposite  the  lower  end  of  the 
economizer.  However,  since  the  bottom  of  the  economizer 
in  the  Giwosky  design  is  not  hermetically  sealed  where  it 
adjoins  the  top  of  the  primary  heater,  a  small  amount  of 
air  can  leak  through  from  the  lower  wall  spaces  into  the 
economizer.     It  was  this  leakage  which  provided  the  basis 


for  the  charge  of  infringement  against  Coleman  on  the 
Hollingsworth  patent  in  the  companion  case  which  is  again 
on  appeal  before  this  Court. 

In  the  Giwosky  design,  room  air  is  introduced  through 
the  louvered  openings  20,  21  [Giwosky  patent  drawing, 
R.  314]  and  is  passed  over  the  upper  surface  of  a  barrier 
plate  18.  Barrier  plate  18  forms  the  top  of  the  primary 
heater  and  is  in  contact  on  its  underside  with  hot  air 
within  the  lower  heater  as  it  passes  to  the  grill-equiped 
outlet  port  14  for  discharge  into  the  room.  After  passing 
over  the  upper  surface  of  barrier  plate  18,  the  room  air 
passes  into  the  bottom  of  the  packet  or  pipe  22,  which, 
together  with  flue  pipe  17,  comprises  the  "economizer." 
The  air  moves  upwardly  within  the  space  between  the 
economizer's  outer  jacket  and  the  flue  pipe  and  then  back 
into  the  room  through  a  louvered  opening  23. 

On  this  appeal,  the  sole  issue  is  whether  it  was  proper 
for  the  lower  court  on  motion  for  summary  judgment  to 
hold  claim  2  of  the  Giwosky  patent  invalid  as  anticipated 
by  or  lacking  invention  over  Hollingsworth  Patent  No. 
2,602,441  [R.  317-322]  and  Browell  Patent  No.  268,860. 
[R.  323-325.] 

Appellant's  "Statement  of  Genuine  Issues"  [R.  90-93] 
which  was  filed  in  opposition  to  the  motion  for  summary 
judgment  included  the  following  disputed  and  triable 
issues : 

"(14)  Is  Claim  2  of  the  Giwosky  patent  valid  over 
the  prior  art?" 

"(16)  Does  Browell  Patent  No.  268,860  anticipate 
the  invention  covered  by  Claim  2  of  the  Giwosky 
patent?" 

"(17)  Can  the  Browell  patent  be  combined  with 
the  Hollingsworth  patent  to  invalidate  Claim  2  of  the 
Giwosky  patent?" 
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Specification  of  Errors. 

1.  The  court  erred  in  granting  summary  judgment  in 
favor  of  Siegler  on  the  ground  that  claim  2  of  Giwosky 
patent  No.  2,767,702  is  invaHd  as  being  anticipated  by 
Browell  patent  No.  268,860  and  HoUingsworth  patent  No. 
2,602,  441,  or  as  faihng  to  meet  the  standard  of  invention 
because  lacking  in  patentable  novelty  over  said  Browell 
and  HoUingsworth  patents. 

2.  The  court  further  erred  in  holding  that  the  issues 
of  anticipation  and  invention  with  respect  to  claim  2  of 
said  Giwosky  patent  in  relation  to  said  Browell  and  HoU- 
ingsworth patents  involved  no  triable  question  of  fact. 

3.  The  court  further  erred  in  refusing  to  accord  the 
Giwosky  patent  its  legal  presumption  of  validity  over  the 
prior  art  merely  because  the  Browell  patent  was  not  cited 
and  formally  made  of  record  by  the  Patent  Office  in  the 
file  wrapper  of  the  Giwosky  patent  application. 

Summary  of  Argument, 
a.     The   Presumption   of   Validity   Was   Ignored. 

This  appeal  presents  the  unusual  situation  of  a  patent 
being  held  invalid  on  a  motion  for  summary  judgment 
where  the  prior  art  evidence  before  the  trial  court  was  the 
same  in  all  material  respects  as  that  which  had  been  con- 
sidered by  the  Patent  Office  prior  to  the  granting  of  the 
patent.  This  constitutes  a  clear  disregard  of  the  presump- 
tion of  validity.  The  question  of  validity  over  the  prior 
art,  as  represented  by  the  HoUingsworth  and  Browell  pa- 
tents, could  not  properly  have  been  considered  on  a  motion 
for  summary  judgment.   [See  Argument  Sees.  I  and  U.] 
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b.     The  Design  Combination  of  Claim  2  Was  Not 
Anticipated. 

The  lower  court  erred  in  failing  to  recognize  that  an 
adjudication  of  the  validity  of  claim  2  necessarily  in- 
volved contested  issues  of  fact.  In  holding  claim  2  in- 
valid, the  court  committed  an  even  more  fundamental 
error.  This  claim  manifestly  does  cover  a  patentable 
design.  [See  Argument  Sec.  III.] 

The  Giwosky  design  [R.  314-316]  clearly  constitutes  a 
patentable  advance  over  the  most  pertinent  prior  art,  as 
represented  by  the  Holhngsworth  patent.  [R.  317-322.] 
The  Patent  Office  so  held.  [Giwosky  Patent  File  Wrap- 
per.] The  fact  that  there  is  a  cooperative  relationship 
between  the  parts  of  the  heater  in  the  Giwosky  design 
which  is  not  anticipated  by  anything  described  in  the 
Holhngsworth  patent  is  readily  apparent.  Holhngsworth 
taught  that  it  was  essential  to  supply  the  economizer  with 
air  which  had  been  first  passed  through  the  wall  spaces 
outside  of  and  surrounding  the  lower  heater  if  the  hot 
wall  problem  was  to  be  overcome  while  still  achieving  high 
efficiencies.  Giwosky  departed  sharply  from  this  oper- 
ational concept  in  that  he  supplied  his  economizer  with 
air  taken  from  the  room  without  first  being  passed  through 
the  wall  spaces  outside  of  the  lower  or  primary  heater. 

In  the  specific  structural  combination  and  arangement 
covered  by  claim  2  of  the  Giwosky  patent,  the  room  air 
for  the  economizer  or  upper  unit  is  drawn  in  at  a  point 
opposite  the  lower  end  of  the  economizer  (or  about  mid- 
way between  the  floor  and  ceiHng),  and  passes  over  the 
upper  surface  of  a  barrier  plate  before  being  introduced 
into  the  bottom  of  the  economizer.  The  barrier  plate  forms 
the  top  of  the  lower  or  primary  heater,  and  is  in  contact 


on  its  underside  with  the  hot  air  flow  within  the  primary 
heater.  Nothing  comparable  to  this  arrangement  for 
supplying  air  to  the  economizer  is  found  in  the  Hollings- 
worth  design. 

The  Browell  Patent. 

The  Browell  patent  [R.  323-325],  relied  on  in  the  trial 
court's  decision,  issued  in  1882  and  relates  to  a  fireplace 
chimney.  It  is  one  of  the  prior  art  patents  previously 
considered  by  this  Court  in  Holly  Manufacturing  Com- 
pany V.  The  Coleman  Company,  22)Z  F.  2d  71,  at  77.  The 
Browell  patent  simply  illustrates  the  admittedly  old  prac- 
tice of  using  a  jacketed  ventilated  flue  {i.e.,  an  econom- 
izer) in  conjunction  with  a  fireplace.  At  the  very  most, 
the  disclosure  of  the  Browell  patent  is  merely  cumulative 
of  that  of  Bacon  Patent  No.  786,713  [R.  343-346]  and 
Derrough  Patent  No.  1,608,777.  [R.  341-342.]  Both  of 
these  patents  were  cited  by  the  Patent  Office  in  its  examin- 
ation of  the  Giwosky  application. 

The  Browell  patent  was  held  by  this  Court  to  be  non- 
anticipatory  of  the  Hollingsworth  design.  For  the  same 
reasons  announced  by  this  Court  in  its  former  opinion, 
the  Browell  fireplace  chimney  also  fails  to  anticipate  the 
Giwosky  design.  There  is  no  showing  in  the  Browell 
reference  of  a  combination  in  a  gas  wall  heater  of  a 
primary  heater  and  an  economizer,  much  less  of  such  a 
combination  wherein  the  two  units  are  separated  by  a 
barrier  plate,  and  are  arranged  so  that  cool  room  air  is 
passed  over  the  upper  surface  of  the  barrier  plate  and  into 
the  economizer,  while  hot  air  within  the  primary  heater 
passes  in  contact  with  the  underside  of  the  barrier  plate. 
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c.  Evidence   Should   Have   Been   Received    on   the    Meaning 

of  Claim  2. 

Claim  2  contains  terms  and  defines  elements  and  their 
structural  relationships  which  require  both  factual  and 
expert  testimony  for  their  elucidation.  [R.  316.]  The 
claim  is  lengthy,  complex,  and  obviously  not  self-explan- 
atory, as  even  appellee  has  admitted.  In  connection  v^^ith 
its  motion  for  summary  judgment  appellee  filed  an  affi- 
davit purporting  to  show  that  the  language  "heat  exchange 
relation"  as  used  in  claim  2  is  not  accurately  descriptive 
of  Giwosky's  invention.  [R.  39-44.]  Appellant  then  filed 
two  counter-affidavits  relating  in  part  to  the  meaning  of 
the  term  "heat  exchange  relation."  [R.  79-84;  87-89.] 
Manifestly,  the  language  of  a  claim  must  first  be  con- 
strued before  it  can  be  determined  whether  the  terms  of 
the  claim  are  met  by  the  prior  art,  and  yet  in  the  case  at 
bar  the  court  received  no  evidence  as  to  the  meaning  of 
claim  2  and  although  there  was  an  obvious  dispute  as  to 
the  meaning.   [See  Argument,  Sec.  IV.] 

d.  Coleman  Was  Denied  the  Right  to  Present  Evidence  in 

Support   of   the    Validity    of    Its    Patent. 

On  the  question  of  the  inventiveness  of  the  combination 
covered  by  claim  2,  the  lower  court  found  no  issue  worthy 
of  trial.  Appellant  was  thereby  denied  the  right  to  pre- 
sent evidence  in  support  of  the  validity  of  its  patent.  This 
was  grave  error.  [See  Argument,  Sec.  V.] 

Even  a  combination  composed  entirely  of  old  elements 
may  be  patentable,  providing  that  there  is  some  new  co- 
operative relationship  between  the  parts  or  that  new  and 
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surprising  results  are  accomplished.  (Great  A.  &  P.  Tea 
Co.  V.  Supermarket  Equip.  Corp.,  340  U.  S.  147.)  In  the 
case  at  bar,  the  court  held  claim  2  of  the  Giwosky  patent 
invalid  on  the  unproven  assumption  that  the  Giwosky 
design  combination  involved  no  new  cooperative  relation- 
ships, and  that  no  new  or  surprising  results  were  accom- 
plished. Obviously,  it  is  not  possible  for  a  court  to  decide 
these  matters  by  merely  looking  at  a  drawing  of  a  patented 
combination.  Nevertheless,  the  trial  court  in  the  present 
case  without  having  heard  any  evidence  entered  the  fol- 
lowing finding  of  fact: 

"18.  In  claim  2  of  the  Giwosky  patent  in  suit,  the 
various  elements  set  forth  as  constituting  the  patented 
device  do  not  produce  any  results  not  produced  in  the 
prior  art,  or  any  unexpected  results,  and  do  not  pro- 
duce in  aggregation  any  result  greater  than  the  sum 
of  their  separate  results,  or  any  result  different  from 
the  result  which  in  aggregation  is  produced  in  the 
prior  art."  [R.  134-135.] 

e.     Evidence  of  Non-Obviousness  Would  Have  Been 

Material. 

It  is  well  accepted  that  the  place  of  a  development  in 
the  history  of  a  particular  art  is  relevant  on  the  issue  of 
invention.  {Lyon  v.  Bausch  &  Lomb  Optical  Co.,  224  F. 
2d  530,  534-535,  2nd  Cir.,  1955;  Williams  Iron  Works  Co. 
■V.  Hughes  Tool  Co.,  109  F.  2d  500,  510,  10th  Cir.,  1940.) 
Such  evidence  may  show  that  prior  workers  failed  to  solve 
the  problem  although  having  the  same  stimulus,  thereby 
creating  a  strong  inference  that  the  combination  which 
finally  solved  the  problem  was  not  an  obvious  one.     Cole- 
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man  should  have  been  entitled  to  such  an  inference  in  the 
present  case.   [See  Argument,  Sec.  VI.] 

If  appellant  had  been  permitted  to  present  evidence  in 
support  of  claim  2,  it  would  have  been  shown  that  the 
prior  art  HoUingsworth  design  was  defective,  that  the 
defect  was  discovered  by  Giwosky,  and  that  the  Giwosky 
design  represents  the  first  complete  solution  to  the  problem 
of  avoiding  objectionably  hot  walls  while  still  achieving 
high  efficiencies  in  gas  wall  heaters.  Appellant's  evidence 
would  further  have  shown  that  in  1954  Holly  (the  pre- 
decessor of  appellee  Siegler  herein)  was  required  to  sub- 
mit its  heater  for  retest  by  the  American  Gas  Association, 
and  that  in  order  to  pass  the  more  stringent  AGA  test 
then  in  force  Holly  found  it  necessary  to  modify  the 
HoUingsworth  design  to  incorporate  the  essential  features 
of  the  Giwosky  design.  Without  having  given  appellant 
any  chance  to  present  such  evidence,  however,  the  trial 
court  entered  the  following  finding: 

"16.  The  device  described  in  claim  2  of  said 
Giwosky  patent  No.  2,767,702  fails  to  meet  the  stand- 
ard of  invention  required  by  the  laws  of  the  United 
States  because  the  subject  matter  of  said  claim  2 
would  have  been  obvious  at  the  time  the  alleged  in- 
vention was  made  to  a  person  having  ordinary  skill 
in  the  art."  [R.134.] 
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ARGUMENT. 

I. 
The  Court  Erroneously  Disregarded  the  Presumption 
of  Validity  in  Holding  on  a  Motion  for  Summary 
Judgment  That  Claim  2  Lacked  Validity  Over 
Essentially  the  Same  Prior  Art  Considered  by  the 
Patent  Office. 

As  was  stated  by  this  Court  in  a  recent  case,  Pattersfon- 
Ballagh  Corp.  v.  Moss,  201  F.  2d  403,  at  406: 

"Appellants  had  the  burden  of  proof  on  the  ques- 
tion of  the  validity  of  the  Moss  patent  since  a  pre- 
sumption of  validity  arises  from  the  issuance  of  a 
patent.  [Citing  cases.]  Reasonable  doubts  must  be 
resolved  in  favor  of  the  validity  of  the  patent.  The 
presumption  created  by  the  action  of  the  Patent  Office 
is  the  result  of  the  expertness  of  an  administrative 
body  acting  within  its  specific  field  and  can  be  over- 
come only  by  clear  and  convincing  proof." 

Other  cases  to  the  same  effect  in  this  Circuit  are: 
Ralph  N.  Brodie  Co.  v.  Hydraulic  Press  Mfg.  Co.,  151  F. 
2d  91,  94;  and  Park-In  Theatres  v.  Rogers,  130  F.  2d  745, 
747-748.  Thus,  the  infringer  of  a  patent,  if  he  chooses  to 
defend  on  the  ground  that  the  patent  is  invalid,  always 
has  the  burden  of  presenting  evidence  which  clearly  over- 
comes the  presumption  of  validity. 

In  the  case  at  bar,  Siegler  did  not  present  any  evidence 
going  beyond  the  prior  art  patents  which  were  considered 
by  the  Patent  Office.  Nevertheless,  the  court  found  that 
claim  2  was  invalid  as  anticipated  by  and  lacking  invention 
over  the  prior  art.  Clearly,  such  a  conclusion  cannot  be 
reached  on  a  motion  for  summary  judgment.     The  fact 
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that  the  Patent  Office  reached  a  contrary  conclusion  on  es- 
sentially the  same  evidence  indicates  at  least  that  reason- 
able minds  can  differ  and  that  therefore  the  question  of  the 
validity  of  claim  2  over  the  prior  art  necessarily  involves 
a  triable  issue.  This  is  reversible  error :  Glenn  v.  South- 
ern California  Edison  Co.,  187  F.  2d  318,  321  (9th  Cir., 
1951). 

As  stated  in  Bridgeport  Brass  Co.  v.  Bostwick  Labora- 
tories, 181  F.  2d  315,  at  316  (2nd  Cir.,  1950) : 

"It  is  clear  that  under  Rule  56,  as  a  prerequisite  to 
granting  a  motion  for  a  summary  judgment,  there 
must  be  'no  genuine  issue  as  to  any  material  fact.' 
This,  of  course,  is  as  applicable  in  patent  cases  as 
elsewhere.  Engineering  Development  Laboratories  v. 
Radio  Corporation,  2  Cir.,  153  F.  2d  523,  and  means 
simply  that  if  liability  is  dependent  upon  any  disputed 
questions  of  fact,  the  party  opposing  the  motion  has 
the  right  to  have  these  questions  determined  upon  a 
trial." 

In  pointing  out  that  the  presumption  of  validity  in  and 
of  itself  should  have  prevented  claim  2  from  being  held 
invalid  on  appellee's  motion  for  summary  judgment,  ap- 
pellant is  not  saying  that  a  patent  claim  can  never  under 
any  circumstances  be  held  invalid  on  a  motion  for  sum- 
mary judgment.  Where  the  patent  claim  is  self-explan- 
atory and  only  covers  something  that  is  so  notoriously  old 
that  its  lack  of  novelty  can  be  determined  by  judicial 
notice,  then  there  is  obviously  no  need  for  a  trial.  This 
was  the  situation  in  Park-In  Theatres  v.  Perkins,  190  F. 
2d  137  (9th  Cir.,  1951).     The  possibility  of  such  an  ex- 
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ception   to   the  general   rule   was   discussed   in   Frank  v. 

Western  Electric  Co.,  24  F.  2d  642,  at  643    (2nd  Cir., 

1928),  as  follows: 

"To  grant  such  a  motion,  it  must  clearly  appear 
on  the  face  of  the  patent — that  is,  the  drawings, 
specifications,  and  claims — that,  resorting  to  common 
and  general  knowledge,  one  may  say  that  there  is  a 
want  of  novelty  and  invention,  and  it  is  so  palpable 
that  any  competent  evidence  which  might  be  offered  in 
support  of  the  patent  would  not  show  the  fact  to  be 
otherwise.  If  there  is  any  doubt  regarding  the  in- 
validity or  invention,  it  should  result  in  overruling  a 
motion  to  dismiss  upon  demurrer.  Complainant  should 
have  full  opportunity,  by  offering  evidence,  to  support 
and  justify  the  grant  of  the  patent." 

The  present  case  is  obviously  governed  by  the  general 
rule  rather  than  by  the  limited  exception  thereto.  It  is 
not  even  arguable  in  the  present  case  that  it  was  notorious- 
ly old  to  provide  the  gas  wall  heater  combination  of  Claim 
2.  The  prior  art  fails  to  disclose  any  heater  combination 
wherein  the  primary  heater  is  separated  from  the  second- 
ary heater  by  a  barrier  plate,  and  wherein  these  elements 
are  arranged  so  that  heated  air  passes  in  contact  with  the 
underside  of  the  barrier  plate  while  cool  air  passes  in  con- 
tact with  the  upperside  of  the  barrier  plate  and  into  the 
lower  end  of  the  secondary  heater.  These  elements  and 
structural  relationships,  however,  are  clearly  defined  in 
claim  2  of  the  Giwosky  patent. 

In  its  order  on  the  motion  for  summary  judgment  the 
trial  court  stated  that: 

"(6)  the  presumption  that  a  patent  is  valid,  as  em- 
bodying an  invention  over  the  prior  art,  does  not  sub- 
sist as  to  pertinent  prior  art  not  cited  or  considered 
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by  the  Patent  Office  in  passing  on  the  appHcation  for 
the  patent  {JacuzBi  Bros.,  Inc.  v.  Berkeley  Pump  Co., 
191  F.  2d  632,  634  &  note  4,  637  (9th  Cir.,  1951); 
Gomes  v.  Granat  Bros.,  177  F.  2d  266,  268  (9th  Cir., 
1949),  cert,  denied  338  U.  S.  937  (1950) ;  Mettler  v. 
Peabody  Eng.  Corp.,  77  F.  2d  56,  58  (9th  Cir.  1935) ; 
and  see  cases  from  other  circuits  coUected  in  Delco 
Chemicals  v.  Gee-Bee  Chemical  Co.,  157  F.  Supp.  583, 
587-588  (S.  D.  Cal  1957)." 

The  above  statement  is  much  broader  than  the  rule  laid 
down  in  the  Ninth  Circuit  cases  cited  in  support  thereof, 
and  as  applied  to  the  facts  of  the  present  case  the  state- 
ment is  contrary  to  common  sense.  The  presumption  of 
validity  v^ould  be  meaningless  if  it  could  be  entirely  cir- 
cumvented whenever  a  defendant  chose  to  rely  on  a  prior 
art  patent  which,  while  not  officially  cited  by  the  Patent 
Office,  was  no  more  pertinent  than  those  cited.  The  Patent 
Office  follows  the  necessary  procedure  of  citing  patents  as 
representative  of  the  prior  art,  and  it  would  be  an  im- 
possible administrative  burden  for  the  Patent  Office  to  cite 
every  single  patent  which  illustrated  substantially  the  same 
thing. 

The  established  rule  in  this  Circuit  and  elsewhere,  as 
held  in  Jacuzzi  Bros.  v.  Berkeley  Pump  Co.,  191  F.  2d  632, 
634  (9th  Cir.,  1951)  is: 

"When  the  most  pertinent  prior  art  has  not  been 
brought  to  the  attention  of  the  administrative  body, 
the  presumption  is  largely  dissipated."  (Emphasis 
added.) 

When  the  non-cited  prior  art  patent  is  no  more  per- 
tinent than  the  patents  which  were  cited,  the  presumption 
of  validity  necessarily  still  subsists.  The  presumption 
cannot  be  regarded  as  having  been  weakened  by  the  non- 
citation  of  a  less  pertinent  or  merely  cumulative  prior  art 
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reference:  see  Artmoore  Co.  v.  Dayless  Mfg.  Corp.,  208 
F.  2d  1,  4  (7th  Cir.,  1953) ;  and  Helms  Products,  Inc.  v. 
Lake  Shore  Mfg.  Co.,  227  F.  2d  677,  681  (7th  Cir,,  1955). 
As  stated  in  the  Artmoore  case: 

"It  has  been  held,  and  we  think  with  logic,  that  it 
is  as  reasonable  to  conclude  that  a  prior  patent  not 
cited  was  considered  and  cast  aside  because  not  per- 
tinent, as  to  conclude  that  it  was  inadvertently  over- 
looked." 

In  reaching  the  conclusion  that  claim  2  was  anticipated 
by  and  lacked  invention  over  the  prior  art,  the  trial  court 
indicated  that  the  Browell  patent  was  not  officially  cited 
against  the  Giwosky  application.  This  is  true  as  far  as  it 
goes.  The  trial  court  made  no  finding,  however,  that  the 
Browell  patent  was  more  pertinent  to  the  subject  matter 
of  claim  2  than  the  patents  specifically  cited  by  the  Patent 
Office.  It  could  not  have  done  so  on  the  evidence  before 
it. 

The  questions  of  whether  the  Patent  Office  missed  the 
most  pertinent  prior  art  or  whether  the  Browell  patent  was 
merely  cumulative  of  other  patents  cited  by  the  Patent 
Office  clearly  involve  triable  issues.  The  relationship  be- 
tween the  Browell  patent  of  1882  on  a  fireplace  chimney 
and  the  subject  matter  of  claim  2  of  the  Giwosky  patent 
is  not  so  clear  and  self-evident  that  this  matter  can  be 
determined  without  the  presentation  of  testimony.  At  the 
very  least,  appellant  should  have  been  given  the  oppor- 
tunity to  present  evidence  showing  that  the  Browell  patent 
would  have  suggested  nothing  more  to  a  designer  of  gas 
wall  heaters  than  would  have  been  suggested  by  the  official- 
ly cited  Hollingsworth,  Bacon,  or  Derrough  patents. 

The  trial  court  proceeded  in  disregard  of  these  triable 
issues  as  presented  by  Coleman.    The  "Statement  of  Genu- 
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ine  Issues"  [R.  92-93]  which  was  filed  by  Coleman  in 
opposition  to  the  motion  for  summary  judgment  included 
the  following: 

"(18)  Did  the  United  States  Patent  Office  over- 
look the  most  pertinent  prior  art  in  its  examination 
of  the  Giwosky  application?" 

"(19)  Is  the  Browell  patent  No.  268,860  merely 
cumulative  with  other  patents  officially  cited  against 
the  Giwosky  application  by  the  Patent  Office?" 

II. 

The  Browell  Patent  Is  Less  Pertinent  Than  the  Holl- 
ingsworth  Patent,  Which  Was  Cited  by  the  Patent 
OfBce,  and  Is  at  Most  Merely  Cumulative  of  Other 
Patents  Cited  by  the  Patent  Office. 

In  its  examination  of  the  Giwosky  appHcation,  the  Pa- 
tent Office  officially  cited  five  patents  as  representative  of 
the  prior  art.  [R.  316,  listed  at  bottom  of  column  4.] 
The  cited  patents  include:  Hollingsworth  Patent  No. 
2,602,441,  Bacon  Patent  No.  786,713,  and  Derrough 
Patent  No.  1,608,777. 

The  Patent  Office  correctly  regarded  the  Hollingsworth 
patent  [R.  317-322]  as  the  closest  prior  art,  and  placed 
the  burden  upon  Coleman  to  demonstrate  that  the  Giwosky 
design  combination  was  patentably  different  from  the 
Hollingsworth  combination.  After  careful  consideration 
of  the  matter,  the  Patent  Office  held  that  claim  2  of  the 
Giwosky  patent  defined  a  novel  and  patentable  combination 
in  a  gas  wall  heater  over  the  Hollingsworth  combination, 
as  also  did  claim  1  (which  covers  the  combination  of  claim 
2  plus  an  additional  feature  not  involved  here).  [Giwosky 
Patent  File  Wrapper:  see  particularly  arguments  pre- 
sented on  p.  54.] 
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In  its  examination  of  the  Giwosky  application,  the 
Patent  Office  did  not  overlook  the  fact  that  jacketed,  ven- 
tilated chimneys  of  the  kind  shown  in  the  Browell  patent 
were  known  to  prior  workers  in  the  heating  art.  The 
same  type  of  chimneys  are  illustrated  in  the  Bacon  patent 
and  in  the  Derrough  patent.  In  fact,  these  patents  describe 
the  construction  and  operation  of  such  heat-economizing 
chimneys  much  more  clearly  and  specifically  than  does  the 
Browell  patent. 

Both  the  Bacon  patent  [R.  343-346]  and  the  Derrough 
patent  [R.  341-342]  describe  the  use  of  economizing 
chimneys  for  the  purpose  of  scavenging  heat  from  the  hot 
gases  as  they  are  being  discharged  through  a  flue  pipe,  and 
supplying  the  recovered  heat  to  the  rooms  of  a  house. 
This  procedure  is  also  illustrated  by  Browell  [R.  323-325] 
although  not  as  clearly  as  in  the  Bacon  and  Derrough  dis- 
closures. The  chimney  structures  are  substantially  identi- 
cal in  all  three  of  these  patents.  The  flue  is  surrounded 
by  a  jacket  or  outer  pipe,  which  is  provided  with  pairs  of 
vertically  spaced  openings  so  that  room  air  can  circulate 
into  and  out  of  the  space  between  the  jacket  and  flue  pipe, 
the  room  air  entering  the  lower  opening,  moving  upwardly 
as  it  is  heated  within  the  jacket,  and  being  discharged 
back  to  the  room  through  the  upper  opening. 

In  the  Bacon  patent  the  economizer-type  chimney  is 
shown  in  combination  with  a  fireplace,  just  as  it  is  in  the 
Browell  patent.  The  disclosure  of  the  Bacon  patent  does 
not  differ  in  any  material  respect  from  that  of  McLeod 
Patent  No.  1,361,389,  which,  together  with  the  Browell 
patent,  has  already  been  extensively  considered  by  this 
Court  (233  F.  2d  71,  76-77,  83).  In  its  prior  decision  be- 
tween the  same  parties,  this  Court  found  that  the  Browell 
patent  was  no  more  pertinent  than  the  McLeod  patent  to 
the  art  of  gas  wall  heaters. 
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III. 

The  Design  Combination  of  Giwosky's  Claim  2  Is  Not 

Found  in  the  Prior  Art. 

It  is  a  fundamental  rule  of  patent  law  that  it  is  the  claim 
which  must  be  met  by  the  prior  art  in  order  to  find 
anticipation  and  lack  of  invention.  As  recently  re-em- 
phasized by  the  Supreme  Court,  "it  is  the  claim  which 
measures  the  grant  to  the  patentee"  (Graver  Tank  and 
Mfg.  Co.  V.  Linde  Air  Products  Co.,  336  U.  S.  270,  277). 
Therefore,  it  is  essential  to  consider  the  claim  invalidated 
below,  which  reads: 

"2.  In  a  wall  heater  and  economizer  structure,  a 
vertically-extending  lower  heater  casing  for  housing 
a  combustion  chamber,  an  economizer  casing  extend- 
ing above  said  lower  heating  casing,  a  barrier  plate 
extending  across  said  lower  heater  casing  beneath  said 
economizer  casing  and  near  the  top  of  said  lower 
heater  casing,  a  flue  extending  through  said  barrier 
plate  from  within  said  lower  heater  casing  and 
through  said  economizer  casing  and  in  spaced  rela- 
tion to  the  side  walls  thereof,  the  upper  portion  of 
the  front  of  said  lower  heater  casing  providing  a 
heated  air  outlet  adjacent  the  under  side  of  said  bar- 
rier plate,  the  front  portion  of  said  lower  heater  cas- 
ing projecting  outwardly  further  than  the  front  por- 
tion of  said  economizer  casing,  said  projecting  por- 
tion including  the  forward  portion  of  said  barrier 
plate  and  providing  a  casing  hood  portion  extending 
above  and  over  said  barrier  plate  forward  portion, 
said  casing  hood  portion  being  spaced  from  said 
barrier  plate  forward  portion  to  provide  a  passage 
for  the  flow  of  air  over  the  upper  surface  of  said 
barrier  plate  forward  portion,  said  economizer  casing 
having  an  air  inlet  near  the  bottom  of  the  front  there- 
of and  an  air  outlet  above  said  inlet  but  adapted  to  be 
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below  the  ceiling  level  of  a  room  space,  said  econo- 
mizer air  inlet  being  positioned  inwardly  of  said  bar- 
rier plate  forward  portion  and  adjacent  the  upper  sur- 
face of  said  barrier  plate,  said  casing  hood  portion 
providing  a  room  air  inlet  means  outwardly  of  said 
economizer  casing  air  inlet  opening,  said  room  air 
inlet  means  adapted  to  communicate  on  one  side  with 
the  room  atmosphere  and  on  the  other  with  said  air 
passage  over  the  upper  surface  of  the  forward  por- 
tion of  said  barrier  plate,  and  said  room  air  inlet 
means  being  constructed  and  arranged  to  cause  room 
air  to  pass  over  the  said  upper  surface  of  the  said 
barrier  plate  forward  portion  in  heat  exchange  rela- 
tion therewith."  [R.  316.] 

The  definition  of  Giwosky's  invention  as  set  out  in  the 

above  claim  was  accepted  by  the  Patent  Office  as  clearly 

distinguishing  the  prior  art.     Nevertheless,  the  trial  court 

made  no  attempt  to  apply  claim  2  to  the  prior  art.     There 

was  no  discussion  of  why  claim  2  failed  to  distinguish  the 

prior   art,   nor   any   finding   that   the   prior   art   met   the 

specific  limitations  of  the  claim.    The  court's  order  simply 

announced  the  conclusion  "that  claim  2  of  the  patent  in 

suit  is  invalid,  being  anticipated  by  patent  No.  268,860  to 

Browell,  and  patent  No.  2,602,441  to  Holhngsworth."  [R. 

128.]     This  was  obvious  error.    As  stated  by  this  Court  in 

reversing  and  admonishing  a  trial  court  for  deciding  the 

issue  of  validity  on  a  motion  for  summary  judgment  in  a 

patent  case: 

"An  administrative  grant  of  letters  patent  carries 
a  presumption  of  validity,  but  does  not  state  on  its 
face  the  invention  involved  or  differentiate  the  device 
from  earlier  patents  or  contrivances  already  dedicated 


—22— 

to  the  public.  The  court  must  find  facts  which  support 
three  essentials :  novelty,  utility  and  invention.  Mere 
conclusions  in  order  to  hold  a  patent  valid,  such  as 
are  contained  in  this  record,  are  of  no  avail." 

Hycon   Manufacturing   Company   v.    H.   Koch   & 
Sons,  219  F.  2d  353,  356  (9th  Cir.,  1955). 

The  Hollingsworth  patent  combination  [R.  317-322] 
is  expressly  distinguished  in  claim  2.  The  Hollingsworth 
combination  does  not  include  a  "casing  hood  portion  pro- 
viding a  room  air  inlet  means  outwardly  of  said  econo- 
mizer casing  air  inlet  opening."  Further,  in  the  Hollings- 
worth combination  there  is  no  "room  air  inlet  means 
adapted  to  communicate  on  one  side  with  the  atmosphere 
and  on  the  other  side  with  said  air  passage  over  the  upper 
surface  of  the  forward  portion  of  said  barrier  plate." 
Instead,  the  Hollingsworth  combination  is  completely  de- 
void of  the  "room  air  inlet  means"  defined  in  claim  2.  The 
language  of  claim  2  therefore  further  distinguishes  from 
the  Hollingsworth  combination  in  specifying  that  the 
room  air  inlet  means  is  "constructed  and  arranged  to  cause 
room  air  to  pass  over  said  upper  surface  of  said  barrier 
plate  forward  portion  in  heat  exchange  relation  there- 
with." 

It  should  be  noted  parenthetically  that  the  Holly  and 
Siegler  heaters  which  are  charged  to  infringe  Claim  2 
differ  significantly  from  the  heater  described  in  the 
Hollingsworth  patent.  [See  Newton  Affidavit,  R.  80-81, 
and  attached  exhibits.]  Consequently,  Coleman's  position 
on  the  issues  of  validity  and  infringement  are  entirely 
consistent. 

The  fireplace  chimney  of  Browell  [R.  323-325]  is  even 
further  removed  from  the  subject  matter  of  Giwosky's 
claim   2.     In   the    first   place,    the    Browell   patent    is   not 
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concerned  at  all  with  "3.  wall  heater  and  economizer  struc- 
ture," nor  is  a  fireplace  describable  as  "a  vertically-ex- 
tending lower  heater  casing  for  housing  a  combustion 
chamber."  Furthermore,  the  Browell  patent  does  not  dis- 
close a  "barrier  plate  extending  across  said  lower  heater 
casing  beneath  said  economizer  casing  and  near  the  top 
of  said  lower  heater  casing,  .  .  .  the  upper  portion 
of  the  front  of  said  lower  heater  casing  providing  a  heated 
air  outlet  adjacent  the  under  side  of  said  barrier  plate." 
Similarly,  there  is  no  "casing  hood  portion  extending 
above  and  over  said  barrier  plate  forward  portion,  said 
casing  hood  portion  being  spaced  from  said  barrier  plate 
forward  portion  to  provide  a  passage  for  the  flow  of  air 
over  the  upper  surface  of  said  barrier  plate  forward 
portion,"  nor  is  there  a  "room  air  inlet  means  adapted  to 
communicate  on  one  side  with  the  room  atmosphere  and 
on  the  other  side  with  said  air  pasage  over  the  upper 
surface  of  the  forward  portion  of  said  barrier  plate,  and 
said  room  air  inlet  means  being  constructed  and  arranged 
to  cause  room  air  to  pass  over  said  upper  surface  of  the 
said  plate  forward  portion  in  heat  exchange  relation 
therewith." 

Following  the  entrance  of  the  court's  order  holding 
claim  2  invaHd,  Siegler's  counsel  prepared  findings  which 
were  thereupon  adopted  as  the  findings  of  the  court. 
[R.  130-137.]  These  findings,  however,  do  not  recite  any 
facts  from  which  it  can  be  concluded  that  the  limitations 
of  claim  2  fail  to  distinguish  the  prior  art.  Finding  12 
which  relates  to  the  Browell  patent  merely  states: 

"The  patent  to  Browell  No.  268,860  discloses  that 
it  is  old  in  the  art  to  employ  a  metal  flue  construction 
on  a  primary  heating  appliance  wherein  air  is  taken 
into  a  casing  above  the  flue  at  a  location  immediately 
above  the  primary  heating  appliance  and  discharged 
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below  a  barrier  in  the  casing  at  a  location  near  the 
ceiling  of  the  room  in  which  the  heating  appliance 
is  located.  Claim  2  of  the  Giwosky  patent  No. 
2,767,702  describes  a  metal  flue  construction  17  on  a 
primary  heating  appliance  10  wherein  air  is  taken  into 
a  casing  22  about  the  flue  at  a  location  20  immediately 
above  the  primary  heating  appliance  and  discharged 
below  a  barrier  26  in  the  casing  at  a  location  near 
the  ceiling  of  the  room  in  which  the  heating  appliance 
is  located,  and  hence  claim  2  of  said  Giwosky  patent 
No.  2,767,702  does  not  differ  patentably  from  the 
device  shown  in  the  Browell  patent  No.  268,860." 
[R.   132-133.] 

The  fact  statements  in  the  above  finding  are  substan- 
tially correct,  but  they  do  not  support  the  conclusion  that 
claim  2  "does  not  differ  patentably  from  the  device  shown 
in  the  Browell  patent."  All  of  the  statements  made  with 
respect  to  the  Browell  patent  would  apply  equally  well 
to  the  Bacon  patent  or  the  Derrough  patent,  or  to  Holly's 
own  Hollingsworth  patent.  What  has  been  done  is  to 
select  only  certain  general  features  of  similarit}'  for  the 
comparison  ostensibly  being  made  in  Finding  12.  The 
vital  distinguishing  features  of  the  Giwosky  design  com- 
bination as  defined  in  claim  2  have  simply  been  ignored. 
As  discussed  above,  the  Browell  fireplace  chimney  is 
distinguished  in  almost  every  line  of  claim  2. 

Finding  13  does  not  provide  any  better  basis  for  the 
conclusion  reached  by  the  trial  court.  This  finding  simply 
states : 

'The  patent  to  Hollingsworth,  et  al..  No.  2,602,441, 
discloses  that  it  is  old  in  the  art  to  employ  in  a  wall 
heater  having  a  primary  heating  element  a  secondary 
heat  exchanger  to  heat  a  stream  of  air  in  addition 
to  that  heated  by  the  primary  heating  element,  and 
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the  patent  to  Browell  No.  268,860  discloses  that  it 
is  old  in  the  art  to  provide  a  secondary  heat  exchanger 
employing  a  metal  flue  construction  on  a  primary 
heating  appliance  wherein  air  is  taken  into  a  casing 
about  the  flue  at  a  location  immediately  above  the 
primary  heating  appliance  and  discharged  below  a 
barrier  in  the  casing  at  a  location  near  the  ceiling 
of  the  room  in  which  the  heating  appliance  is  located. 
Claim  2  of  the  Giwosky  patent  No.  2,767,702  de- 
scribes a  wall  heater  employing  a  primary  heating 
appliance  and  having  a  flue  construction  which  serves 
as  a  secondary  heat  exchanger  wherein  air  is  taken 
into  a  casing  about  the  flue  at  a  location  immediately 
above  the  primary  heating  appliance  and  discharged 
below  a  barrier  in  the  casing  at  a  location  near  the 
ceiling  of  the  room  in  which  the  heating  appliance 
is  located,  and  hence  claim  2  of  said  Giwosky  patent 
No.  2,767,702  does  not  differ  patentably  from  the 
combination  of  the  device  shown  in  the  Hollings- 
worth  patent  No.  2,702,441  and  Browell  patent  No. 
268,860."    [R.  133-134.] 

Here  again  the  conclusion  does  not  follow  from  the 
stated  facts.  If  claim  2  only  covered  what  it  is  said  to 
cover  in  Finding  13  and  nothing  more,  it  never  would 
have  been  allowed  in  the  first  place.  The  Hollingsworth 
patent  in  combination  with  the  Bacon  patent  or  the  Der- 
rough  patent  (all  of  which  were  before  the  Patent  Oflice) 
would  have  provided  a  full  anticipation. 

The  trial  court  has  obviously  erred  by  failing  to  measure 
the  patentability  of  the  Giwosky  design  combination  by 
the  specific,  limited  terms  of  claim  2,  and  instead  has 
erroneously  substituted  a  generalized  description  of  the 
Giwosky  heater  which  ignores  the  vital  differences.  The 
specific  language  of  a  patent  claim  may  not  be  ignored 
in  assessing  the  validity  of  the  claim  in  relation  to  the 
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prior  art  (Mojonnier  Dawson  Co.  v.  U .  S.  Dairy  Sales 
Corp,,  251  F.  2d  345-351,  7th  Cir,,  1958).  On  the 
contrary,  the  claim  is  precisely  what  defines  and  measures 
the  grant  {Graver  Tank  and  Mfg.  Co.  v.  Linde  Air 
Products  Co.,  336  U.  S.  270,  277.) 

IV. 
The  Court  Erred  in  Considering  the  Validity  of  Claim 
2  Over  the  Prior  Art  Without  First   Resolving 
the  Conflict  as  to  the  Meaning  of  This  Claim. 

Where  there  is  a  conflict  over  the  interpretation  of  the 
terms  of  a  patent  claim,  and  especially  ^vhere  such  an 
issue  involves  the  consideration  of  affidavits  and  counter- 
affidavits,  this  Court  has  made  it  clear  that  it  is  improper 
to  consider  the  matter  on  a  motion  for  summary  judgment. 
(Park-In  Theatres  v.  Perkins,  190  F.  2d  137.  142:  Bowers 
V.  E.  J.  Rose  Mfg.  Co.,  149  F.  2d  612,  615.)  The  views 
expressed  by  this  Court  in  the  foregoing  cases  were  dis- 
regarded by  the  trial  court  in  the  case  at  bar. 

Claim  2  defines  the  room  air  inlet  as  being  "constructed 
and  arranged  to  cause  room  air  to  pass  over  the  said 
upper  surface  of  said  barrier  plate  forward  portion  in 
heat  exchange  relation  therewith."  [R.  316,  col.  4,  lines 
39-42.]  The  meaning  of  the  emphasized  language  is  the 
subject  of  a  dispute  between  the  parties  hereto.  [R.  39- 
44,  especially  par.   11:  79-84,  especially  pars.  9  and   10.] 

In  connection  with  the  motion  for  summary  judgment. 
Siegler  presented  an  affidavit  [R.  39-44]  signed  by  Harry 
L.  Giwosky,  the  patentee  of  the  Giwosky  patent  in  suit. 
Air.  Giwosky  is  now  employed  by  the  David  White  Com- 
pany. He  apparently  signed  the  affidavit,  which  was 
prepared  by  Siegler's  attorneys,  without  fully  considering 
the  inferences  which  might  be  drawn  from  certain  state- 
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ments  made  therein.    For  example,  the  Giwosky  affidavit 

filed  by  Siegler  stated: 

"Whether  or  not  this  room  air  is  in  heat  exchange 
relationship  with  the  barrier  plate  is  of  no  conse- 
quence, and  I  have  never  regarded  that  such  heat 
exchange  relation  is  a  part  of  the  invention  for 
which  I  have  filed  said  application,"    [R.  42.] 

On  the  strength  of  the  above  statement,  Siegler's  attor- 
neys contended  that  the  terms  "heat  exchange  relation" 
were  misdescriptive  of  the  Giwosky  heater  combination. 
[R.  52-53.]  When  Mr.  Giwosky  was  later  asked  about 
this,  however,  he  executed  a  further  affidavit  [R.  87-89] 
which  places  the  matter  in  quite  a  different  light.  The 
second  Giwosky  affidavit,  which  was  filed  in  behalf  of 
Coleman,  states: 

"During  the  design  and  experimental  work  leading 
to  the  wall  heater  described  in  my  patent  2,767,702, 
I  first  encountered  a  problem  of  overheating  in  the 
area  immediately  above  the  closure  plate  of  the 
primary  heater  box.  To  overcome  this  problem  I 
provided  an  opening  in  the  heater  just  above  this 
closure  plate  through  which  cool  room  air  can  circu- 
late. As  stated  in  my  patent  appHcation  as  originally 
filed,  this  room  air  'impinged  upon  the  closure  plate', 
and  would  thereby  necessarily  be  in  heat  exchange 
relation  with  said  plate.  The  ultimate  objective  was 
to  reduce  the  heat  transferred  to  the  adjacent  wall 
members  of  the  room  in  which  the  heater  would  be 
installed.  In  my  opinion  the  room  air  inlet  just 
described  accomplished  this  objective."     [R.  87-88.] 

An  affidavit  by  Coleman's  vice-president  in  charge  of 
design  and  research,  Alwin  B.  Newton,  is  to  the  same 
effect.    The  Newton  affidavit  [R.  79-86],  which  was  filed 
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by   appellant   in   opposition   to   the   motion   for    summary 

judgment,  states : 

"I  have  read  the  affidavit  of  Harry  L.  Giwosky 
which  has  been  filed  by  the  plaintiff  Siegler.  I  am  in 
complete  agreement  with  Mr.  Giwosky' s  statement 
that  one  of  the  principal  areas  where  overheating 
occurs  in  gas  wall  heaters  is  that  marked  'A'  on  the 
patent  drawing  attached  to  Mr.  Giwosky's  affidavit. 
I  further  agree  with  Mr.  Giwosky's  statement  that 
the  object  of  providing  a  room  air  inlet  opening 
immediately  above  the  closure  plate  was  to  correct 
the  overheating  in  that  area.  There  was  no  need, 
as  indicated  by  Mr.  Giwosky,  to  cool  the  closure 
plate  as  such.  However,  I  am  sure  that  Mr.  Giwosky 
did  not  mean  to  convey  any  such  erroneous  idea  as 
that  the  'impingement'  of  the  room  air  on  the  upper 
surface  of  the  closure  plate  does  not  function  as  a 
means  for  reducing  the  temperatures  at  the  lower 
end  portion  of  the  room  wall  (the  area  identified  by 
the  letter  'A').  Obviously  it  does.  Whenever  a 
stream  of  cool  air  contacts  a  hot  metal  plate  it  is 
necessarily  and  inevitably  'in  heat  exchange  relation' 
with  the  plate.  Thus,  the  circulation  of  room  air 
over  the  closure  plate  as  illustrated  and  described  in 
the  Giwosky  patent  will  lower  the  temperature  of  the 
closure  plate,  thus  in-turn  reducing  the  amount  of 
heat  radiated  to  the  surrounding  room  wall  elements." 
[R.  83.] 

Clearly,  the  case  at  bar  is  one  "in  which  factual  presen- 
tation is  necessary  to  make  clear  the  significance  of  the 
patent  either  because  of  conflicting  interpretations  of  its 
claims  or  because  the  patent,  in  its  nature,  is  difficult  to 
understand"  {Park-In  Theatres  v.  Perkins,  190  F.  2d 
137,  142  (9th  Cir.,  1951).)  Under  such  circumstances  a 
summary  judgment  proceeding  is  manifestly  improper. 
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V. 

Coleman  Was  Denied  the  Right  to  Present  Evidence 
Either  on  the  Non-Obviousness  of  the  Giwosky 
Combination,  or  That  the  Combination  Involves 
a  New  Cooperative  Relation  Between  the  Ele- 
ments and  That  Unexpected  Results  Are  Ob- 
tained. 

In  support  of  the  validity  of  a  combination  patent,  the 
patent  owner  may  present  evidence  showing  that  the 
combination  was  not  obvious  {Lyon  v.  Bausch  &  Lomb 
Optical  Co.,  224  F.  2d  530,  534-535  (2nd  Cir.,  1955)), 
or  that  the  combination  involves  a  new  cooperative  rela- 
tion between  the  elements  which  produces  new  results 
(Great  A.  &  P.  Tea  Co.  v.  Supermarket  Equip.  Corp., 
340  U.  S.  147,  152).  Although  no  evidence  was  heard 
by  the  trial  court  on  either  of  these  issues,  the  following 
findings  were  adopted : 

"16.  The  device  described  in  claim  2  of  said 
Giwosky  patent  No.  2,767,702  fails  to  meet  the  stand- 
ard of  invention  required  by  the  laws  of  the  United 
States  because  the  subject  matter  of  said  claim  2 
would  have  been  obvious  at  the  time  the  alleged  in- 
vention was  made  to  a  person  having  ordinary  skill 
in  the  art."    [R.  134.] 

"18.  In  claim  2  of  the  Giwosky  patent  in  suit, 
the  elements  set  forth  as  constituting  the  patented 
device  do  not  produce  any  result  not  produced  in  the 
prior  art,  or  any  unexpected  result,  and  do  not  pro- 
duce in  aggregation  any  result  greater  than  the  sum 
of  their  separate  results,  or  any  result  different  from 
the  result  which  an  aggregation  is  produced  in  the 
prior  art."    [R.  134-135.] 

The  court's  adjudication  of  these  fact  questions  would 
have  been  improper  on  a  motion  for  summary  judgment 
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even  if  both  parties  had  consented  (Hycon  Manufacturing 
Company  v.  H.  Koch  &  Sons,  219  F.  2d  353,  9th  Cir., 
1955).  In  the  case  at  bar  appellant  most  emphatically 
did  not  consent.  Appellant's  position  on  the  validity  of 
claim  2  was  diametrically  opposite  to  that  of  appellee 
and  any  trial  of  the  issue  of  validity  necessarily  involves 
the  subsidiary  issues  of  whether  the  combination  is  obvious 
and  whether  it  produces  new  and  unexpected  results. 
There  is  no  question  of  the  materiality  of  such  issues  nor 
of  the  disputed  nature  of  the  validity  of  claim  2.  It  was 
therefore  completely  beyond  the  power  of  the  trial  court 
to  adjudicate  such  matters  on  the  motion  for  summary 
judgment.  As  was  held  by  this  Court  in  the  Hycon  case 
(p.  355): 

"The  trial  court  exceeded  the  permissible  limits 
of  determination  of  disputed  questions  without  trial. 
A  motion  for  summary  judgment  cannot  be  granted 
simply  because  both  sides  move  for  it.  An  indispen- 
sible  prerequisite  to  such  a  judgment  is  the  absence 
of  a  material  question  of  fact.  But  it  is  obvious  that 
there  were  postulates  of  fact  involved  in  the  diamet- 
rically opposite  positions  of  the  respective  litigants." 

VI. 

The  Giwosky  Combination  Was  Non-Obvious,  and  It 
Does  Involve  a  New  Cooperative  Relation  Pro- 
ducing New  and  Surprising  Results. 

On  the  issue  of  obviousness,  even  the  limited  evidence 
before  the  court  on  the  motion  for  summary  judgment 
is  sufficient  to  create  a  strong  inference  of  non-obviousness. 
The  Hollingsworth  heater  was  the  immediate  fore-runner 
of  the  Giwosky  wall  heater,  and  Hollingsworth  is  presum- 
ably a  man  of  at  least  ordinary  skill  in  the  wall  heater 
art.  It  is  therefore  quite  significant  that  the  Giwosky 
heater  is  based  on  a  principle  of  operation  which  is  directly 
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contrary  to  the  one  taught  by  HolHngsworth,  and  origi- 
nally believed  by  him  to  be  essential  for  achieving  the 
results  that  are  claimed  in  the  HolHngsworth  patent. 

HolHngsworth  thought  that  it  was  necessary  to  supply 
his  economizers  with  air  which  had  first  been  passed 
through  the  wall  spaces  outside  of  and  surrounding  the 
lower  heater.  As  he  described  the  matter,  it  was  not 
otherwise  possible  to  solve  the  hot  wall  problem  while  still 
achieving  a  high  efficiency  of  operation.  This  is  made 
unmistakably  clear  in  the  following  language  from  the 
HolHngsworth  patent   [R.  320,  col.  4,  lines  30-43] : 

"By  drawing  the  cold  air  up  around  the  sides  or 
the  back,  or  both,  of  the  lower  box,  the  neighboring 
wall  surfaces  are  cooled  and  more  fuel  may  be  burned 
safely  without  attaining  excessive  lower  wall  tempera- 
tures. Hence,  the  heating  capacity  of  the  apparatus 
is  increased.  Moreover,  the  air  for  the  upper  heat 
exchange,  because  it  is  drawn  from  a  low  level  has 
a  lower  temperature,  so  that  the  heat  transfer  from 
the  upper  radiator  is  increased.  In  this  way  the 
amount  of  heat  imparted  to  the  air  passed  through 
the  upper  box  (i.e.  in  the  conduit  around  the  upper 
radiator)  is  increased,  with  a  resulting  improvement 
in  over-all  heating  efficiency." 

In  the  HolHngsworth  heater,  100%  of  the  economizer 
air  is  supplied  from  the  lower  wall  spaces,  and,  as  shown 
by  the  statements  just  quoted  this  was  believed  by  Hol- 
Hngsworth to  be  essential  for  the  proper  operation  of  an 
economizer  in  combination  with  a  primary  wall  heater. 
Therefore,  on  this  evidence  alone,  there  is  considerable 
support  for  the  inference  that  it  could  not  have  been 
"obvious"  to  depart  from  the  beliefs  and  teachings  of 
HolHngsworth,  as  did  Giwosky,  and  to  develop  a  wall 
heater   combination   wherein   the   economizer    is   supplied 
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with  air  directly  from  the  room.  Manifestly,  at  the  time 
HolHngsworth  developed  his  combination,  none  of  the  old 
patents  on  fireplace  chimneys,  such  as  the  Browell  patent 
or  the  Bacon  patent,  made  it  obvious  to  him  that  an  econo- 
mizer could  be  successfully  integrated  with  a  primary  wall 
heater  in  the  manner  later  developed  by  Giwosky. 

If  Coleman  had  been  permitted  to  try  the  issue  of  the 
validity  of  claim  2,  it  would  have  introduced  other  evidence 
tending  to  reinforce  the  inference  of  non-obviousness  of 
the  Giwosky  combination.  Coleman's  evidence  would  have 
shown  that  HolHngsworth  was  mistaken,  that  what  he 
believed  to  be  essential  and  beneficial  was  actually  non- 
essential and  detrimental,  and  that  the  results  which 
HolHngsworth  sought  are  not  in  fact  achieved  by  his 
combination,  but  instead  were  achieved  for  the  first  time 
by  the  Giwosky  combination.  [See  Giwosky  affidavit,  R. 
87-89.]  It  seems  highly  probable,  and  certainly  it  is  at 
least  arguable,  that  the  HolHngsworth  combination  never 
would  have  passed  its  original  American  Gas  Association 
test  in  1950  if  the  test  of  wall  temperatures  had  been 
conducted  on  a  floor  to  ceiling  basis  as  was  later  required 
by  the  1954  AG  A  regulations.  The  evidence  would  further 
have  shown  that  Holly  (Siegler's  predecessor)  would  not 
have  been  able  to  get  its  product  re-approved  by  AGA  in 
1954  if  its  heater  had  not  been  modified  to  incorporate 
the  Giwosky  design  and  principle  of  operation. 

As  can  readily  be  seen,  such  evidence  is  relevant  not 
only  to  the  issue  of  validity  but  also  to  the  issue  of  in- 
fringement, which  issue  was  not  considered  at  all  in  the 
summary  judgment  proceeding. 
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At  the  trial,  appellant  would  also  have  presented  engi- 
neering test  data  demonstrating  that  the  Giwosky  heater 
combination  involves  a  new  functional  relationship  be- 
tween the  elements  which  produces  new  and  surprising 
results.  [See  Newton  affidavit,  par.  8,  R.  82.]  As  already 
indicated,  the  Hollingsworth  patent  teaches  that  the  use 
of  lower  wall  space  air  in  the  economizer  produces  cooler 
walls  and  higher  efficiencies  than  would  otherwise  be 
obtained.  Coleman's  evidence  would  have  directly  contra- 
dicted this,  demonstrating  that  in  fact  the  use  of  lower 
wall  space  air  in  the  economizer  is  of  no  benefit  in  improv- 
ing the  efficiency  of  the  heater,  and  that  it  actually  has 
a  detrimental  effect  on  wall  temperatures.  On  the  other 
hand,  when  air  is  supplied  to  the  economizer  according  to 
the  Giwosky  principle  of  operation,  there  is  no  impairment 
in  the  heating  efficiency  and  the  problem  of  hot  walls  is 
completely  overcome. 

Conclusion. 

For  all  of  the  reasons  set  out  above,  it  is  respectfully 
submitted  that  the  trial  court  erred  in  holding  claim  2 
invalid  on  a  motion  for  summary  judgment.  It  was  both 
legal  and  factual  error  to  hold  that  this  claim  was  not 
supported  by  a  presumption  of  validity  merely  because  the 
Patent  Office  had  not  formally  cited  the  Browell  patent. 
This  prior  art  patent  is  clearly  less  pertinent  than  the 
Hollingsworth  patent,  which  was  cited  by  the  Patent  Office, 
and  is  at  most  merely  cumulative  of  the  cited  Bacon  and 
Derrough  patents.  At  the  very  least,  this  question  itself 
was  a  triable  issue. 
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Since  the  interpretation  of  claim  2  was  shown  to  be  a 
matter  that  was  in  dispute,  the  court  erred  in  failing 
to  hear  evidence  before  construing  the  claim.  The  issue 
of  how  this  claim  should  be  construed  is  of  necessity 
preliminary  to  the  issue  of  whether  the  language  of  the 
claim  describes  only  elements  and  structural  relationships 
which  are  found  in  the  prior  art.  In  any  event,  there 
was  no  evidence  before  the  court  that  the  specific  combi- 
nation of  claim  2  was  anticipated  by  the  Hollingsworth 
patent  or  the  Browell  patent.  It  was  obvious  error  for 
the  trial  court  to  so  conclude  on  the  basis  of  a  purported 
comparison  between  the  Giwosky  combination  and  these 
prior  art  patents,  which  comparison  referred  to  only 
certain  elements  while  completely  ignoring  the  vital  dis- 
tinguishing features  of  the  Giwosky  combination. 

The  trial  court  manifestly  erred  in  deciding  contested 
issues  of  fact  without  benefit  of  trial.  Appellant  was 
given  no  opportunity  to  present  evidence  in  support  of 
the  validity  of  its  patent.  There  was  no  trial  on  the 
material  issues  of  whether  the  GiwosW  combination  was 
non-obvious,  and  whether  the  combination  involves  a  new 
functional  relationship  which  produces  new  and  unexpected 
results.  Nevertheless,  the  court  entered  findings  of  fact 
which  conclusively  adjudicated  these  issues  against  ap- 
pellant. 

Any  doubt  on  the  matter  of  whether  triable  issues  were 
involved  should  be  resolved  in  favor  of  Coleman  as  the 
party  resisting  the  motion  for  summary  judgment  {Haccl- 
iine  Research  v.  General  Electric  Co.,  183  F.  2d  3,  7.  7th 
Cir.,    1950).      As   held    in   the   Haseltinc   case,   appellant 
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should  have  been  given  an  opportunity  to  make  a  record 
in  the  District  Court  so  that  the  issue  of  vaHdity  "may 
be  adequately  investigated." 

The  relief  which  appellant  seeks  is  to  have  this  Court 
reverse  the  wrongful  invalidation  of  claim  2  on  summary 
judgment,  and  to  remand  this  case  for  further  proceedings. 

Respectfully  submitted, 

Parker,  Stanbury,  Reese  &  McGee, 

By  Raymond  G.  Stanbury, 

Attorneys  for  Defendant-Appellant, 
The  Coleman  Company. 

Of  Counsel: 

Timothy  L.  Tilton, 

Dawson,  Tilton,  Fallon  &  Lungmus, 

209  South  La  Salle  Street, 

Chicago  4,  Illinois. 

John  F.   Eberhardt, 

FOULSTON,  SlEFKIN,  SCHOEPPEL,  BaRTLETT  &  PoWERS, 

Fourth  National  Bank  Building, 
Wichita  2,  Kansas. 
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IN  THE 
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The  Coleman  Company,  Inc.,  a  corporation, 
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vs. 
The  Siegler  Corporation,  a  corporation. 
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BRIEF  OF  PLAINTIFF-APPELLEE  THE 
SIEGLER  CORPORATION. 


Introduction. 

|l  In  view  of  the  long  history  of  litigation  between  the 
parties  involving  the  subject  matter  of  the  patent  in  suit — 
wall  heaters — a  trial  on  the  validity  of  Coleman's  Giwosky 
patent  would  be  useless.  In  the  previous  litigation  between 
the  parties,  both  this  Court  and  the  District  Court  thor- 
oughly considered  the  subject  matter  of  the  case  at  bar.* 
(Coleman  Co.  v.  Holly  Mfg.  Co.,  233  F.  2d  71  (9th  Cir., 
1956).) 

The  District  Court,  on  the  basis  of  facts  which  are  not 
disputed  or  which  have  been  laid  at  rest  in  the  previous 
case,  granted  a  summary  judgment  declaring  the  one 
claim  of  the  patent  in  suit  allegedly  infringed  by  the 
plaintiff  to  be  invalid.     On  the  question  of  validity  of  the 


*In  November,  1955,  The  Siegler  Corporation,  appellee,  acquired 
the  assets  of  Holly  Manufacturing  Company,  and  carried  on  the 
wall-heater  business  built  up  by  Holly. 
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patent  in  suit,  no  genuine  issue  of  material  fact  exists. 

As  in  the  case  of  Vermont  Slate  Co.  v.  Tatko  Bros.,  233 

F.  2d  9,  10  (2nd  Cir.,  1956)  : 

"The  prior  art  and  the  patent  claims  are  without 
expert  aid,  easily  understandable  .  .  .  nor  did  it 
require  expert  testimony  to  make  it  plain  that  the 
differences  between  the  prior  art  and  the  patent 
claims  were  obvious  to  persons  having  ordinary  skill 
in  the  trade  at  the  time  the  alleged  invention  was 
made    .    .    . 

"Summary  judgment  represents  a  most  useful  legal 
invention  to  save  time  and  expense,  by  the  avoidance 
of  a  trial,  when  there  exists  no  material  fact-issues. 
It  may  well  be  that,  in  a  patent  case,  a  Judge  should 
exercise  unusual  caution  in  granting  a  summary  judg- 
ment. But  there  are  patent  cases  when  it  would  be 
an  absurd  waste  of  time  and  effort  to  deny  such  a 
judgment.     This  is  such  a  case.''  (Italics  added.) 

Coleman    Asserted    Infringement    For    Nothing    More    Than 

Nuisance    Value. 

Appellant  states  that  this  action  commenced  when  the 
plaintiff  appellee  filed  its  complaint  for  declaratory  relief 
in  the  court  below.  (Op.  Br.  p.  1.)  Only  in  a  narrow 
technical  sense  is  the  statement  correct.  As  must  be 
obvious  to  all,  Coleman's  assertion  of  infringement  is  in- 
extricably woven  into  its  stubbornly  litigious  conduct 
which  it  undertook  to  cover  its  intentional  and  deliberate 
infringement  of  the  HoUingsworth  patent  owned  by  Holly, 
previously  considered  by  this  Court,  and  now  before  this 
Court  in  Appeal  No.  16141  concerning  the  accounting  for 
Holly's  damages. 

As  will  be  developed  in  more  detail  later  in  this  brief, 
the  Giwosky  patent  is  directed  to  something  that  Coleman 
represented  to  Holly  that  Coleman  was  going  to  put  on 
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the  market  in  1953,  but  never  did.  [R.  153-157,  164, 
165.]*  Until  1957,  after  the  injunction  in  the  prior  Hti- 
gation  had  become  final  and  Coleman  was  held  in  con- 
tempt, it  continued  to  follow  Holly.  When  at  long-  last 
and  as  a  result  of  the  contempt  proceeding  Coleman  quit 
copying  Holly,  it  did  not  adopt  the  Giwosky  design  but 
instead  began  to  manufacture  wall  heaters  that  had  no 
economizer  at  all.  [Ace.  R.  1623.]  This  course  of  conduct 
establishes  clearly  that  Giwosky's  design  was  impractical 
and  that  his  patent  is  no  more  than  paper.  Coleman's 
conduct  also  indicates  that  the  Giwosky  patent  was  only 
applied  for  to  gain  whatever  nuisance  value  it  might  have 
in  Coleman's  stubborn,  protracted  and  vexatious  litigation 
against  Holly.     The  following  facts  are  significant: 

1.  The  Giwosky  patent  was  not  applied  for  until  long 
after  the  Hollingsworth  patent  issued  and  the  Holly  de- 
vices were  on  the  market. 

2.  The  Giwosky  application  was  not  filed  until  after 
Giwosky  had  seen  the  Holly  devices  which  the  Coleman 
company,  Giwosky's  assignee,  "faithfully  copied  with  im- 
material variances."   (233  F.  2d  71,  84.) 

3.  The  Giwosky  patent  was  applied  for  after  the 
litigation  with  Holly  had  been  started. 

4.  The  single  claim  which  Coleman  alleged  to  be  in- 
fringed by  Siegler  was  added  to  the  Giwosky  application 
after  the  alleged  infringing  devices  had  been  on  the  mar- 
ket for  a  substantial  period  of  time.  (File  wrapper, 
Amendment  dated  July  11,  1956.) 

5.  The  single  claim  which  Coleman  alleged  to  be  in- 
fringed by  Siegler  was  added  to  the  application  after  this 


*In  this  brief  the  record  references  are  designated  "R."  to  denote 
the  record  in  Coleman  v.  Siegler,  No.  16154;  "Ace.  R."  to  denote 
the  accounting  record  in  Coleman  v.  Holly,  No.  16141 ;  and  "Orig. 
R."  to  denote  the  original  record  in  Coleman  v.  Holly,  No.  14711. 


Court  held  Coleman  to  be  a  deliberate  infringer  of  the 
Hollingsworth  patent.  (File  wrapper,  Amendment  dated 
July  11,  1956.) 

6.  Coleman  never  put  any  patent  marking  on  its  wall 
heaters  pertaining  to  the  Giwosky  patent  or  the  appli- 
cation for  Giwosky's  patent.  [R.  26.] 

7.  Coleman's  counsel  in  the  prior  Htigation,  Mr.  Lyon, 
intimated  at  the  trial  that  the  application  for  the  Giwosky 
patent  was  made  simply  to  keep  someone  else  from  filing 
on  the  same  thing.  The  colloquy  with  reference  to  the 
Giwosky  application  is  most  revealing: 

"The  Court:  Upon  what  basis  does  the  defendant 
claim  an  invention  was  taking  in  of  the  air  in  the 
front? 

Mr.  Lyon  (Speaking  for  Coleman) :  I  do  not 
know,  your  Honor.  We  haven't  got  a  patent.  Many 
manufacturers,  as  your  Honor  knozvs,  will  file  an 
application  to  protect  himself  from  having  somebody 
else  file  on  the  same  thing. ^  Now,  I  don't  know  what 
the  principle  was  that  they  filed  on  this.  We  didn't 
say  we  had  a  patent.  In  fact,  I  can  state  to  this 
Court  that  we  don't. 

The  Court:  I  assume  someone  made  an  affidavit 
with  respect  to  the  patent. 

Mr.  Lyon:  That  he  thought  it  was  an  invention 
at  the  time  he  drev/  it.  But  I  can  tell  the  court  right 
here  and  now  that  the  [Giwosky]  application  was  re- 
jected on  the  Browell  patent,  if  you  are  interested  in 
that.  I  don't  think  it  is  germane  to  this  issue." 
[R.  160-161.] 

Mr.  Lyon  was  mistaken,  at  least,  when  he  told  the  trial 
court    that    the    Browell    patent    had    been    cited    in    the 


♦Emphasis  ours. 
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Giwosky  application.  It  never  was,  although  Coleman  had 
ample  opportunity  and  more  than  a  year  to  call  the  Browell 
patent  to  the  attention  of  the  Patent  Office  after  Mr. 
Lyon  made  his  remark.  But  Mr,  Lyon  was  probably 
quite  correct  when  he  suggested  that  the  only  reason  the 
Giwosky  application  was  filed  was  to  keep  someone  else 
from  filing  on  the  same  thing.  In  short,  there  are  strong 
indications  that  the  Giwosky  patent  was  obtained  purely 
for  its  nuisance  value. 

8.  That  this  is  the  case  is  further  borne  out  by  the 
fact  that  Coleman  did  not  send  Holly  a  notice  of  alleged 
infringement  of  the  Giwosky  patent  until  on  or  about 
December  31,  1956,  three  days  after  the  final  injunction 
prohibiting  infringement  of  the  Hollingsworth  patent  was 
served  on  Coleman.  [R.  136;  Ace.  R.  39.]  Coleman's 
notice  of  alleged  infringement  appears  to  be  "Tit  for  tat. 
You  sued  us.  Now  we  sue  you!" 

Despite  the  fact  that  the  Holly  heater  does  not  infringe 
[Ace.  R.  1205],  despite  the  fact  that  the  Giwosky  patent 
is  a  mere  paper  patent  that  no  one  has  used,  not  even 
Coleman,  and  despite  the  fact  that  the  inventor  Giwosky 
found  that  the  device  of  Claim  2  would  not  work  [R.  41, 
43],  Coleman  asserted  infringement  for  whatever  nuisance 
value  it  could  derive  in  the  accounting.  The  two  cases 
have  thus  been  interwoven  by  Coleman,  Both  cases  are 
now  before  this  Court,  and  Coleman  has  indicated  that  it 
will  seek  "consoHdation  of  the  two  appeals,"  (Ace.  Op. 
Br.  23.) 

Coleman's  course  of  conduct  with  respect  to  the  Giwosky 
patent  smacks  of  blatant  insincerity — one  more  link  in  its 
stubbornly  litigious  conduct  for  which  it  was  rightly 
penalized  by  the  District  Court  in  the  accounting  in  the 
prior  case. 
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Statement  of  the  Case. 

The  patent  in  suit,  No.  2,767,702  granted  October  3, 
1956,  to  Giwosky  and  assigned  to  Coleman,  the  defendant- 
appellant,  contains  only  two  claims.  During  discovery 
proceedings,  Coleman  admitted  that  Claim  1  is  not  in- 
fringed by  any  devices  made  by  Siegler  (plaintiff -ap- 
pellee) or  its  predecessor  Holly.  [R.  29,  259.]  Con- 
sequently, only  Giwosky's  Claim  2  is  involved  in  this 
action. 

On  Siegler's  motion  for  summary  judgment,  the  Dis- 
trict Court  held  that  Claim  2  of  the  Giwosky  patent  is 
invalid  "for  want  of  invention  over  the  prior  art"  as 
represented  by  Holhngsworth  patent  No.  2,602,441 
granted  July  8,  1952  and  Browell  patent  No.  268,860 
granted  December  12,  1882.  [R.  136.]  In  arriving  at 
this  decision  the  District  Court  had  before  it  (in  addition 
to  the  Giwosky  patent,  its  file  wrapper  history,  and  the 
Holhngsworth  and  Browell  patents)  the  entire  record  of 
the  prior  litigation  between  the  parties,  over  which  the 
Court  had  presided.  This  was  stipulated  by  the  parties 
at  the  Court's  request.  [R.  276-277,  312.]  All  three 
patents,  Giwosky,  Holhngsworth,  and  Browell,  figured 
prominently  in  the  prior  litigation  and  at  this  late  date 
there  can  be  no  real  dispute  about  what  these  patents 
claim  or  disclose. 

In  the  prior  litigation,  the  Holhngsworth  patent  was 
in  suit.  The  Browell  patent  was  one  of  the  principal 
references  relied  upon  by  Coleman  in  an  effort  to  show 
that  its  heaters  were  buiU  according  to  the  teachings  of 
the  prior  art.  The  Giwosky  patent  represents  a  heater 
design  that  Coleman  falsely  represented  to  Holly  that  it 
would  make  and  sell  in  order  to  avoid  the  Holhngsworth 
patent.  [R.  153,  164,  165.]  The  devices  of  all  three  pat- 
ents were  thoroughly  explored  in  the  prior  litigation  and 
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the  record  of  the  prior  litigation  contains  abundant  evi- 
dence about  all  three.  The  facts  about  all  of  them  are  indis- 
putable. They  are  admitted  by  Coleman,  judicially  deter- 
mined by  the  trial  court  and  this  Court  of  Appeals,  or 
undisputed  by  the  parties. 

The  Giwosky  Patent  Is  a  Mere   Immaterial   Variation   From 

the  Prior  Art. 

Claim  2  of  the  Giwosky  patent,  the  only  claim  in  issue 
in  this  litigation,  reads  as  follows : 

''In  a  wall  heater  and  economizer  structure,  a 
vertically-extending  lower  heater  casing  for  housing 
a  combustion  chamber,  an  economizer  casing  extend- 
ing above  said  lower  heating  casing,  a  barrier  plate 
extending  across  said  lower  heater  casing  beneath 
said  economizer  casing  and  near  the  top  of  said 
lower  heater  casing,  a  flue  extending  through  said 
barrier  plate  from  within  said  lower  heater  casing 
and  through  said  economizer  casing  and  in  spaced 
relation  to  the  side  walls  thereof,  the  upper  portion 
of  the  front  of  said  lower  heater  casing  providing  a 
heated  air  outlet  adjacent  the  under  side  of  said 
barrier  plate,  the  front  portion  of  said  lower  heater 
casing  projecting  outwardly  further  than  the  front 
portion  of  said  economizer  casing,  said  projecting 
portion  including  the  forward  portion  of  said  barrier 
plate  and  providing  a  casing  hood  portion  extending 
above  and  over  said  barrier  plate  forward  portion, 
said  casing  hood  portion  being  spaced  from  said 
barrier  plate  forward  portion  to  provide  a  passage  for 
the  flow  of  air  over  the  upper  surface  of  said  barrier 
plate  forward  portion,  said  economizer  casing  having 
an  air  inlet  near  the  bottom  of  the  front  thereof  and 
an  air  outlet  above  said  inlet  but  adapted  to  be  below 
the  ceiling  level  of  a  room  space,  said  economizer  air 
inlet  being  positioned  inwardly  of  said  barrier  plate 
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forward  portion  and  adjacent  the  upper  surface  of 
said  barrier  plate,  said  casing  hood  portion  providing 
a  room  air  inlet  means  outwardly  of  said  economizer 
casing  air  inlet  opening,  said  room  air  inlet  means 
adapted  to  communicate  on  one  side  with  the  room 
atmosphere  and  on  the  other  with  said  air  passage 
over  the  upper  surface  of  the  forward  portion  of  said 
barrier  plate,  and  said  room  air  inlet  means  being 
constructed  and  arranged  to  cause  room  air  to  pass 
over  the  said  upper  surface  of  the  said  barrier  plate 
forward  portion  in  heat  exchange  relation  therewith." 

In  the  earlier  case  of  Holly  v.  Coleman,  the  Giwosky 
patent  had  been  applied  for  but  had  not  been  issued 
at  the  time  this  Court  found  Holly's  patent  valid  and  in- 
fringed. As  originally  applied  for,  the  application  related 
to  a  wall  heater  in  which  there  were  at  least  three  distinct 
stages  of  heat  exchange.  The  first  stage  was  around  the 
primary  heater  in  the  lower  box,  the  second  stage  was 
around  the  lower  portion  of  the  flue  in  the  so-called  econ- 
omizer, and  the  third  stage  was  around  the  upper  portion 
of  the  flue  and  exhausted  warmed  air  into  the  attic  of  the 
house  in  which  the  heater  was  installed  or  into  the  atmos- 
phere. [R.  69.]  At  the  trial  of  the  case  of  Holly  v.  Cole- 
man, Coleman's  expert,  Mr.  Kice,  testified  with  respect  to 
the  Giwosky  application  and  Exhibit  Z  which  he  had  be- 
fore him: 

"The  second  stage  is  shown  in  green,  the  ventila- 
tion air  passage  is  shown  in  green,  and  includes  an 
independent  air  source  built  into  the  top  of  the 
cabinet  shell. 

"We  believe  it  is  basically  different  and  have  applied 
for  patent  on  it."  [Orig.  R.  341.] 


During  the  accounting,  Mr.  Dawson,  Coleman's  patent 
attorney  who  prosecuted  the  Giwosky  apphcation  before 
the  Patent  Office,  testified  that  in  the  Giwosky  apphcation, 
"the  important  feature  was  that  instead  of  bringing 
air  in  from  the  bottom  of  the  casing  around  the  lower 
heater  (as  shown  in  Holhngsworth)  that  the  air 
was  admitted  freely  through  a  vent  in  the  very  front 
of  the  economizer,  so  that  the  room  air  could  be 
utilized  in  cooling  the  top  of  your  heater."  [R.  163.] 

Mr.  Dawson  further  testified  that  an  exhibit  [shown  in 
Orig,  R.  516]  which  the  trial  court  had  before  it  in  the 
case  of  Holly  v.  Coleman  included  a  sketch  of  a  wall 
heater  which  was  identical  with  the  drawing  in  the  patent 
in  suit.  [R.  164-165.]  Therefore,  in  the  record  in  the 
prior  case  the  trial  court  had  before  it  the  Giwosky  dis- 
closure and  authoritative  interpretations  of  what  was 
covered  by  the  Giwosky  patent  application.  This  Court 
found  any  differences  between  what  was  there  presented 
and  the  Holly  patent  to  be  mere  "immaterial  variances" 
in  construction  claimed  to  affect  the  passage  of  air  from 
the  bottom  of  the  competing  devices.  (233  F.  2d  71,  84.) 

By    Contrast    the    Reference    Hollingsworth    Represented    a 
Real  Contribution  to  the  Home-Heating  Art. 

As  this  Court  pointed  out,  Holhngsworth  et  al.,  "parted 
company"  with  the  prior  art  and  created  "something  new 
in  overall  construction  and  functional  operation — a  com- 
pact unitary  wall  device  which  could  easily  be  adapted  to 
the  modern  pattern  and  mode  of  living  under  conditions 
of  urban  hfe."  (233  F.  2d  71,  84.) 

The  Hollingsworth  patent  was  the  patent  in  suit  in 
the  prior  litigation  and  is  concerned  with  a  gas-burning 
wall  heater  "of  a  size  and  shape  and  so  designed  as  to  be 
easily  fitted  into  the  wall  of  a  room  between  two  studs  in 
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a  standard  wall  partition."  (233  F.  2d  71,  73.)  The  Hol- 
lingsworth  heater  comprises  in  part  a  "main"  gas-fired 
heater  disposed  in  a  lower  box  in  the  lower  part  of  the  wall 
and  a  secondary  heat  exchanger  or  "economizer"  mounted 
in  the  wall  immediately  above  the  main  heater.  The  flue 
from  the  main  heater  passes  through  the  economizer  and 
is  cooled  by  air  drawn  into  the  economizer  from  the  space 
in  the  wall  around  the  back  and  sides  of  the  lower  box, 
this  air  being  subsequently  discharged  into  the  room 
through  a  grille  in  the  economizer  near  the  ceiling. 

Prior  to  the  Hollingsworth  invention,  wall  heaters  were 
subject  to  a  number  of  serious  objections,  as  set  out  in 
detail  by  this  Court  in  its  decision  in  the  prior  case.  (233 
F.  2d  71,  81.)  The  Hollingsworth  heater  overcame 
these  objections  by  integrating  a  primary  heater  with  a 
secondary  heat  exchanger,  the  first  to  be  employed  in  a 
wall  heater.     This  Court  held  that 

"From  the  entire  record  it  appears  that  a  'heat 
exchanger'  or  'economizer'  of  this  peculiar  construc- 
tion or  arrangement  has  never  been  embodied  in  any 
type  of  mechanical  wall  heater  apparatus  prior  to  its 
application  and  use  in  the  Holly  (Hollingsworth) 
device  (233  F.  2d  71,  79),  and  Mr.  Giwosky  candidly 
admitted  that  the  Holly  or  Hollingsworth  wall  heater 
was  the  first  on  the  market  with  a  secondary  heat 
exchanger  or  economizer."  (233  F.  2d  71,  84.) 

It  was  the  Hollingsworth  heater  with  its  integrated 
economizer  that  solved  the  serious  problems  that  con- 
fronted wall-heater  manufacturers.  The  District  Court 
found,  and  this  Court  of  Appeals  reiterated,  that  Hollings- 
worth's  invention  permitted 

"the  thermal  input  of  wall  heaters  to  be  increased 
without  bringing  about  excessive  wall  temperatures 
at  any  point  in  the  wall   from  floor  to  ceiling,  and 
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without  reducing  thermal  efficiency  of  the  wall  heat- 
ers; and  that  the  invention  of  the  patent  in  suit  has 
simultaneously  solved  the  hot  wall  problem  from  floor 
to  ceiling,  increased  thermal  efficiency  while  permit- 
ting increased  heat  input,  improved  air  circulation 
within  the  room,  minimized  heat  loss  due  to  warm  air 
being  sucked  out  of  the  room  through  the  draft 
hood,  and  has  rendered  this  heat  loss  substantially 
independent  of  flue  height."  (233  R  2d  71,  81.) 

It  is  res  judicata  that  the  Hollingsworth  patent  repre- 
sents a  great  step  forward  in  the  wall  heater  art  and  that 
Hollingsworth  was  the  first  to  teach  the  use  of  integrated 
economizers  in  gas-burning  wall  heaters. 

The  Browell  Patent  Anticipates  the  Claimed  Novelty  in 

Giwosky. 

In  the  prior  litigation,  Coleman  "introduced  in  evidence 
fourteen  prior  patents  to  exemplify  prior  art  in  house- 
heating  devices  or  apphances."  However,  on  the  appeal 
before  this  Court,  it  saw  fit  to  discuss,  compare  and 
principally  rely  on  only  three  prior  patents  in  the  house- 
hold-heating field  of  art.  One  of  these  was  the  Browell 
patent  granted  in  1882.  This  patent  does  not  relate  to 
gas-fired  wall  heaters,  and  of  itself  does  not  solve  the 
problems  which  plagued  wall  heaters  prior  to  Hollings- 
worth. But,  as  Coleman  admits  (Op.  Br.  p.  9)  it  does 
disclose  the  use  of  an  economizer  with  a  fireplace. 

At  the  trial  of  the  original  action,  Coleman's  expert 
Jack  Kice  went  to  great  pains  to  show  that  Coleman's 
economizer  was  constructed  exactly  in  accordance  with 
the  Browell  patent.  Mr.  Kice  testified  that  in  the  Browell 
device  "air  enters  the  economizer  in  openings  directly 
above  the  lower  box,  absorbed  heat  from  the  flue  within 
the  economizer  and  was  then  discharged  into  the  room 
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through  an  outlet  at  the  top  of  the  economizer,"  [R.  144.] 
He  went  on  to  say  that  "the  Coleman  design  ...  is 
quite  similar  to  the  old  Browell  patent  of  1882  .  .  ." 
[R.  147.] 

And  at  the  trial,  Coleman's  then  counsel,  Mr.  Lyon, 
argued  that  the  Coleman  heater  operated  entirely  in  ac- 
cordance with  the  Browell  patent.  Thus  Mr.  Lyon  as- 
serted: 'Tt  is  entirely  the  principle  of  that  1882  patent 
and  not  the  McLeod  or  the  patent  in  suit  (Rollings worth). 
[R.  160.] 

The  extreme  relevance  of  Browell  to  the  Giwosky  patent 
is  thus  admitted  by  Coleman.  And  even  in  the  absence  of 
these  admissions  the  relevance  would  be  plain  from  a  com- 
parison of  the  Giwosky  patent  drawings  with  those  of 
Brovv^ell.  In  the  Giwosky  patent,  all  the  air  to  cool  the 
economizer  enters  the  economizer  from  the  room  through 
grills  20  to  21  in  the  bottom  of  the  economizer,  passes 
upwardly  in  heat  exchange  relationship  with  the  flue  17 
inside  the  economizer  and  is  discharged  at  the  top  of  the 
economizer  through  the  grille  24.  [R.  314.]  In  the  Browell 
heater  all  of  the  cooHng  air  enters  the  economizer  through 
the  holes  in  the  bottom  of  the  economizer,  passes  up- 
wardly in  heat  exchange  relationship  with  the  flue  E  in- 
side the  economizer  and  is  discharged  at  the  top  of  the 
economizer  through  the  outlet  I.  [R.  323-324,] 

There  is  no  disagreement  as  to  what  Hollingsworth  or 
Giwosky  or  Browell  disclose  and,  as  we  show  later,  no 
disagreement  as  to  what  Giwosky  claims  in  his  Claim  2. 
The  only  question  on  this  appeal  is  whether  or  not  what 
Giwosky  claims  in  his  Claim  2  amounts  to  invention  over 
what  Hollingsworth  and  Browell  disclose.  On  the  undis- 
puted facts  the  trial  court  could  only  conclude  that  it  did 
not. 
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ARGUMENT. 

I. 

The  Trial  Court's  Findings  of  Fact  in  the  Instant  Case 
Are  Proper  and  Serve  the  Important  Function  of 
Advising  This  Court  of  the  Basis  of  the  Trial 
Court's  Judgment. 

This  Court  in  its  recent  decision  in  Trowler  v.  Phillips 
observed  that: 

"It  is  interesting  to  note  that  findings  of  fact  and 
conclusions  of  law  were  prepared  and  signed.  The 
theory  of  a  summary  judgment  is  that  there  are  no 
disputed  facts.  We  have  seen  findings  of  fact  ac- 
companying summary  judgments,  Rule  52(a)  of  the 
Federal  Rules  of  Civil  Procedure,  28  U.  S.  C.  A., 
which,  while  unnecessary,  did  provide  a  handy  sum- 
mary. But  all  too  often  a  set  of  unnecessary  findings 
of  fact  is  the  telltale  flag  that  points  the  way  to  a 
discovery  that  summary  judgment  should  not  have 
been  granted."    (260  F.  2d   (Adv.)   924,  926.) 

In  the  case  at  bar,  it  is  stipulated  that  the  entire  record 
in  the  earlier  litigation  between  the  same  parties  is  part 
of  the  record  in  the  present  case.  The  record  for  the 
prior  litigation  comprises  eight  printed  volumes.  The 
findings  provide  "a  handy  summary"  of  the  facts  which 
the  court  had  before  it.  In  the  Trowler  case  the  only 
things  that  were  before  the  trial  court  were  copyrighted 
maps,  the  alleged  infringing  maps,  and  an  affidavit  con- 
taining a  partial  description  of  how  the  copyrighted  maps 
had  been  prepared  from  certain  source  material.  This 
source  material  was  not  in  evidence  and  accordingly  the 
trial  court  had  no  way  of  determining  just  how  much 
originality  the  plaintiff  copyright  owner  had  exercised 
in  preparing  his  maps. 
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In  the  instant  case  there  is  no  genuine  issue  as  to  ''how 
much  originaHty"  was  exercised  by  the  patentee,  Giwosky. 
The  contents  of  the  patent  in  suit,  its  file  wrapper  history 
and  the  two  prior  patents  reHed  upon  as  anticipations  are 
not  in  dispute.  All  such  issues  had  long  since  been  resolved 
by  the  decision  of  the  District  Court  and  this  Court  of 
Appeals  in  the  prior  litigation  or  by  Coleman's  admissions 
in  the  prior  Htigation.  No  additional  evidence  is  necessary 
to  determine  what  Giwosky's  alleged  improvement  was  or 
what  the  prior  art  patents  to  Hollingsworth  and  Browell 
disclosed.  Indeed,  any  additional  evidence  would  be  barred 
as  contradictory  of  Coleman's  admissions  or  as  contra- 
dictory of  facts  that  have  already  been  judicially  deter- 
mined in  the  prior  litigation. 

True,  findings  of  fact  were  made  in  the  instant  case. 
But,  as  this  Court  has  observed  in  a  footnote  in  Trowler 
V.  Phillips,  260  F.  2d  (Adv.)  924,  926,  such  findings  are 
required  on  a  motion  for  summary  judgment  by  the  Rules 
of  the  District  Court  for  the  Southern  District  of  Cali- 
fornia, and  a  brief  review  of  these  findings  shows  that 
they  are  based  upon  uncontroverted  facts  as  to  the  patent 
in  suit,  its  file  wrapper  history,  the  prior  art  patents  of 
Browell  and  Hollingsworth,  the  Court's  prior  decisions, 
and  Coleman's  admissions. 

A  brief  discussion  of  the  findings  on  invalidity  is  pertin- 
ent.   They  provide  "a  handy  summary." 

"7.  There  is  no  genuine  issue  as  to  any  material 
fact  necessary  to  the  consideration  and  determination 
of  said  motion  for  summary  judgment." 

The  seventh  finding  [R.  131]  simply  states  that  there 
is  no  genuine  issue  as  to  any  material  fact  necessary  to 
the  consideration  and  determination  of  the  motion  for 
summary   judgment.      As    we   have    shown,    this    finding 
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is  clearly  supported  by  Coleman's  admissions  and  the 
Court's  decisions  in  the  prior  litigation.  Thus,  during 
the  prior  Htigation,  Coleman's  patent  solicitor  unequivocal- 
ly defined  the  ''important  novel  .  .  .  feature"  of  the 
Giwosky  patent.  [R.  163.]  During  the  prior  litigation 
the  District  Court  and  this  Court  of  Appeals  defined  with 
precision  the  prior  teachings  of  Hollingsworth  and 
Browell.  (233  F.  2d  71,  7Z,  74,  77.)  And  during  the 
prior  litigation,  Coleman's  witness  and  counsel  admitted 
that  the  "important  novel  .  .  .  feature"  of  the  Giwosky 
patent  is  precisely  what  Browell  disclosed.  [R.  144,  160.] 
There  were  no  genuine  issues  as  to  the  prior  art  or  what 
Giwosky  did  to  improve  upon  it.  All  that  remained  was 
a  question  of  law — namely,  whether  or  not  what  Giwosky 
did  as  compared  with  what  the  prior  art  taught  amounts 
to  invention.  The  seventh  finding  is  clearly  proper  and 
necessary. 

"10.  Defendant  has  admitted  that  claim  1  of  said 
Giwosky  Patent  No.  2,767,702  does  not  cover  plain- 
tiff's wall  heater  models  25NS,  25ND,  35NS,  35ND, 
50ND,  57ND,  250S,  250D,  350S,  350D,  500D,  570D, 
25S,  25D,  35S,  35D,  SOD,  and  55D,  and  the  parties 
hereto  have  agreed  that  claim  1  of  said  Giwosky 
patent  No.  2,767,702  is  not  in  issue  in  this  action." 

Finding  No.  10  merely  sets  out  the  material  and  un- 
disputed fact  that  Coleman  has  admitted  that  Siegler  does 
not  infringe  claim  1  of  the  patent  in  suit  and  is,  of  course, 
necessary  and  not  a  subject  of  dispute. 

"11.  It  is  admitted  by  the  parties  hereto  that  United 
States  Letters  Patent  No.  268,860  issued  to  Browell 
in  1882  is  pertinent  prior  art  which  concededly  was 
not  cited  and  presumably  not  considered  by  the  Patent 
Office  in  passing  on  the  application  for  the  patent  in 
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suit  No.  2,767,702  issued  to  Giwosky,  and  further, 
the  parties  stipulated  that  the  entire  record  of  Holly 
Manufacturing  Company  v.  The  Coleman  Company, 
Civil  No.  15,886-WM  in  this  Court,  is  now  before 
this  Court  for  consideration  upon  plaintiff's  motion 
for  summary  judgment." 

Finding  No.  11  sets  forth  the  fact  that  the  Browell 
patent  represents  admittedly  pertinent  prior  art  that  was 
not  cited  and  presumably  not  considered  by  the  Patent 
Office  and  that  the  parties  stipulated  that  the  entire  record 
of  the  prior  litigation  was  before  the  District  Court.  In 
the  prior  Htigation,  as  we  have  shown,  Coleman  not  only 
repeatedly  admitted  but  stressed  the  pertinence  of  the 
Browell  patent.  [R.  145-147,  160.]  The  file  wrapper 
history  of  the  Giwosky  patent  shows  without  doubt  that 
the  Browell  patent  was  not  cited  by  the  Patent  Office.  In 
view  of  its  extreme  pertinence,  it  is  proper  to  presume 
that  the  Browell  patent  was  not  considered  by  the  Patent 
Office.  Lastly,  the  parties  did  stipulate  that  the  entire 
record  of  the  prior  litigation  was  before  the  District 
Court.  [R.  312,]  The  facts  of  Finding  No.  11  involve 
no  genuine  issues  and  are  necessary. 

"12.  The  patent  to  Browell  No.  268,860  discloses 
that  it  is  old  in  the  art  to  employ  a  metal  flue  con- 
struction on  a  primary  heating  appliance  wherein  air 
is  taken  into  a  casing  about  the  flue  at  a  location 
immediately  above  the  primary  heating  appliance  and 
discharge  below  a  barrier  in  the  casing  at  a  location 
near  the  ceiling  of  the  room  in  which  the  heating 
appliance  is  located.  Claim  2  of  the  Giwosky  patent 
No.  2,767,702  describes  a  metal  flue  construction  17 
on  a  primary  heating  appliance  10  wherein  air  is 
taken  into  a  casing  22  about  the  flue  at  a  location 
20  immediately  above  the  primary  heating  appliance 
and  discharge  below  a  barrier  26  in  the  casing  at  a 
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location  near  the  ceiling  of  the  room  in  which  the 
heating  appliance  is  located,  and  hence  claim  2  of  said 
Giwosky  patent  No.  2,767,702  does  not  differ  patent- 
ably  from  the  device  shown  in  the  Browell  patent 
No.  268,860." 

Finding  No.  12  sets  out  what  Browell  discloses  and 
compares  this  with  the  "important  novel  feature"  of 
Giwosky's  claim  2.  Coleman  agrees  (Op.  Br.  p.  24)  that 
"the  fact  statements  in  the  above  finding  are  substantially 
correct",  but  quarrels  with  the  question  of  law  that  "Claim 
2  of  the  Giwosky  patent  does  not  differ  patentably  from 
the  device  shown  in  the  Browell  patent  No.  268,860". 

13.  The  patent  to  Hollingsworth,  et  al..  No.  2,602,- 
441,  discloses  that  it  is  old  in  the  art  to  employ  in  a 
wall  heater  having  a  primary  heating  element  with 
a  secondary  heat  exchanger  to  heat  a  stream  of  air 
in  addition  to  that  heated  by  the  primary  heating 
element,  and  the  patent  to  Browell  No.  268.860  dis- 
closes that  it  is  old  in  the  art  to  provide  a  secondary 
heat  exchanger  employing  a  metal  flue  construction 
on  a  primary  heating  appliance  wherein  air  is  taken 
into  a  casing  about  the  flue  at  a  location  immediately 
above  the  primary  heating  appliance  and  discharged 
below  a  barrier  in  the  casing  at  a  location  near  the 
ceiling  of  the  room  in  which  the  heating  appliance  is 
located.  Claim  2  of  the  Giwosky  patent  No.  2,767 ,702 
describes  a  wall  heater  employing  a  primary  heating 
appliance  and  having  a  flue  construction  which  serves 
as  a  secondary  heat  exchanger  wherein  air  is  taken 
into  a  casing  about  the  flue  at  a  location  immediately 
above  the  primary  heating  appliance  and  discharged 
below  a  barrier  in  the  casing  at  a  location  near  the 
ceiling  of  the  room  in  which  the  heating  appliance 
is  located,  and  hence  claim  2  of  said  Giwosky  patent 
No.   2,767,702  does   not  differ  patentably   from   the 
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combination  of  the  devices  shown  in  Hollingsworth 
patent  No.  2,602,441  and  Browell  patent  No. 
268,860." 

Finding  13  again  sets  forth  the  prior  teachings  of 
Browell,  and  the  admitted  ''important  feature"  of  Gi- 
wosky's  claim  2,  and  in  addition  sets  forth  prior  art 
teachings  of  Hollingsworth,  all  of  which  are  supported  by 
the  decision  of  the  District  Court  and  this  Court  of 
Appeals  in  the  prior  Htigation. 

"14.  The  device  described  in  claim  2  of  said  Giwosky 
patent  No.  2,767,702  is  anticipated  by  United  States 
Patent  No.  268,860  issued  to  Browell  in  1882  and 
it  is  also  anticipated  by  the  device  disclosed  in  Hol- 
lingsworth patent  No.  2,602,441  issued  to  Holly  Man- 
ufacturing Company  on  July  8,  1952. 

"15.  The  device  described  in  claim  2  of  said  Gi- 
wosky patent  No.  2,767,702  fails  to  meet  the  stand- 
ard of  invention  required  by  the  laws  of  the  United 
States  because  the  invention  claimed  therein  lacks 
patentable  novelty  over  the  prior  art  patents. 

"16.  The  device  described  in  claim  2  of  said  Gi- 
wosky patent  No.  2,767,702  fails  to  meet  the  stand- 
ard of  invention  required  by  the  laws  of  the  United 
States  because  the  subject  matter  of  said  claim  2 
would  have  been  obvious  at  the  time  the  alleged 
invention  was  made  to  a  person  having  ordinary  skill 
in  the  art." 

Findings  14,  15  and  16  are  based  on  the  preceding 
findings  of  fact  that  claim  2  of  the  Giwosky  patent  is 
anticipated  by  the  prior  disclosures  of  Hollingsworth  and 
Browell,  and  that  the  claim  fails  to  meet  the  standard 
of  invention  required  by  law  because  "the  invention 
claimed   therein   lacks   patentable   novelty   over   the   prior 
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art  patents"  and  "would  have  been  obvious  at  the  time 
the  alleged  invention  was  made  to  a  person  having  ordi- 
nary skill  in  the  art." 

"17.  Extrinsic  evidence  is  not  needed  to  explain 
or  evaluate  the  prior  art,  cited  or  uncited,  and  its 
applicability  to  the  subject  matter  of  claim  2  of  the 
patent  in  suit." 

Finding  17  is  to  the  effect  that  extrinsic  evidence  is  not 
needed  to  explain  or  evaluate  the  prior  art,  cited  or  uncited, 
and  its  appHcability  to  Giwosky's  claim  2.  This  is  a  proper 
finding,  for,  as  we  have  shown,  the  art  is  not  a  compli- 
cated one  requiring  expert  evidence  to  explain  it,  and 
even  if  it  were,  the  facts  judicially  determined  in  the 
prior  proceedings  and  Coleman's  admissions  satisfy  the 
requirement. 

"18.  In  claim  2  of  the  Giwosky  patent  in  suit,  the 
various  elements  set  forth  as  constituting  the  patented 
device  do  not  produce  any  result  not  produced  in  the 
prior  art,  or  any  unexpected  result,  and  do  not  pro- 
duce in  aggregation  any  result  greater  than  the  sum 
of  their  separate  results,  or  any  result  different  from 
the  result  which  in  aggregation  is  produced  in  the 
prior  art. 

"19.  The  elements  of  claim  2  of  the  Giwosky  patent 
in  suit,  being  an  alleged  combination  invention  com- 
posed of  elements  old  in  the  art,  do  not  perform  any 
additional  and  different  function  in  combination  than 
they  perform  out  of  it  and,  as  such,  said  claim  2 
fails  to  meet  the  standard  of  invention  required  by 
the  laws  of  the  United  States." 

Findings  18  and  19  are  to  the  effect  that  the  various 
elements  set  forth  in  Giwosky's  claim  2  do  not  produce 
any  result  not  produced  in  the  prior  art,  or  any   result 
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that  is  unexpected  or  any  different  from  the  result  that 
in  aggregation  is  produced  in  the  prior  art,  and  that  the 
elements  of  Claim  2  do  not  perform  any  additional  or 
different  function  in  combination  than  they  perform  out 
of  it.  These  conclusions,  be  they  of  fact  or  of  law,  are 
clearly  supported  by  the  record  in  the  prior  litigation. 
The  device  of  Claim  2  was  never  made  or  sold  by  Cole- 
man, as  we  have  shown.  It  merely  represents  a  design 
that  Coleman  falsely  represented  that  it  would  change  to 
in  order  to  avoid  the  Hollingsworth  patent.  [R.  153-157, 
164,  165.]  This  is  res  judicata  in  the  other  case.  (233 
F.  2d  71,  82.)  It  is  at  most  merely  an  impractical  design 
that  Coleman  promised  to  follow  but  never  did.  Thus, 
it  may  be  said  with  complete  veracity  that  the  device  of 
Coleman's  Claim  2  never  produced  any  results  at  all  and 
that  its  combination  of  elements  never  performed  any 
function. 

In  summary,  all  of  the  foregoing  findings  find  support 
in  the  uncontroverted  contents  of  the  patent  in  suit,  its 
file  wrapper,  in  the  prior  art  patents,  in  the  decisions 
in  the  prior  litigation,  and  in  Coleman's  admissions.  They 
explain  the  Court's  conclusion,  and  in  any  event  are  unas- 
sailable. 

It  should  be  emphasized  that  any  one  of  the  Findings 
12,  13,  14,  15,  16,  18  or  19,  taken  alone,  will  support 
the  judgment  of  invalidity  of  the  patent  in  suit.  Coleman 
therefore  has  the  burden  of  showing  that  an  issue  of  mate- 
rial fact  exists  as  to  each  such  finding  in  order  to  warrant 
reversal.    It  cannot  do  so. 
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II. 
Any  Issue  in  This  Case  Is  Purely  an  Issue  of  Law. 

This  Court  has  recently  discussed  at  length  the  question 
of  whether  the  validity  of  a  patent  claim  is  an  issue  of 
fact  or  of  law.  (Bergman  v.  Aluminum  Lock  Shingle 
Corp.,  251  F.  2d  801,  803  (9th  Cir.,  1957).)  In  that 
case  Judge  Lemmon  wrote: 

"In  Atlantic  and  Pacific,  ...  340  U.  S.  at 
page  155,  .  .  .  in  the  concurring  opinion  of  Mr. 
Justice  Douglas,  we  find  the  following  correct  state- 
ment of  the  law: 

"  The  standard  of  patentability  is  a  constitutional 
standard;  and  the  question  of  vahdity  of  a  patent  is 
a  question  of  law'    .    .     ." 

Judge  Pope,  in  a  concurring  opinion,  went  into  the 
matter  in  somewhat  greater  detail  and  wrote: 

".  .  .  but  cases  decided  since  A  &  P  Tea  Co.  are 
not  inconsistent  with  what  I  think  is  well  stated  in 
Daller's  Walker  on  Patents,  1957  Supp.  at  p.  115 
of  the  original  text  as  follows: 

"  'The  conflict  between  the  statement  that  the  ques- 
tion of  invention  is  one  of  fact  and  the  almost  innu- 
merable instances  in  which  the  courts  have  dealt  with 
it  as  though  it  were  one  of  law,  can  only  be  explained 
by  breaking  down  the  question  of  invention  into  its 
component  parts:  what  the  prior  art  was  and  what 
the  patentee  did  to  improve  upon  it,  and  then,  whether 
what  the  patentee  did  is  properly  to  be  classified 
as  an  invention.  The  nature  of  the  prior  art  and  the 
nature  of  what  the  patentee  did  to  improve  upon  it 
must  always  be  questions  of  fact.  The  question  of 
the  name  to  be  given  to  what  was  done  by  the 
patentee,  whether  it  is  to  be  called  an  invention  over 
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the  prior  art  or  whether  it  is  not,  is  a  question 
fundamentally  of  the  meaning  of  the  words  used  in 
the  statute  [35  U.  S.  C.  Sec.  31],  and  as  such  would 
seem  to  be  a  question  of  law.'  " 

In  this  case  the  nature  of  the  prior  art  and  what  the 
patentee  did  to  improve  upon  it,  which  are  questions  of 
fact,  are  not  genuine  issues  for  dispute.  The  art  of  wall 
heaters  is  not  a  highly  technical  one,  like  chemistry  or 
electronics,  and  the  two  prior  art  patents,  HoUingsworth 
and  Browell,  would,  if  necessary,  speak  for  themselves. 
But  they  need  not  do  so,  because  the  District  Court  and 
this  Court  of  Appeals  have  already  considered  both  patents 
at  length  in  the  prior  litigation  and  have  already  decided 
what  they  disclose.  The  Giwosky  patent  in  suit  and  its 
Claim  2  also  speak  for  themselves,  and  if  this  is  not 
enough,  Coleman's  counsel  Mr.  Dawson,  has  explained 
them  in  his  testimony  in  the  accounting  proceedings.  [R. 
163-165.]     No  issue  of  material   fact  exists. 

III. 

No  Evidence  Is  Needed  to  Clarify  the  Meaning  of  the 

Giwosky  Patent. 

Claim  2  the  only  claim  of  Giwosky  involved  in  the  case 
at  bar,  has  heretofore  been  quoted  in  full.  The  claim  is 
admittedly  verbose,  but  the  subject  matter  is  not  complex, 
particularly  to  a  trial  judge  who  has  acquired  wide  knowl- 
edge in  the  wall  heater  art  in  the  prior  litigation  between 
the  parties. 

In  its  main  brief  (pp.  10,  26-28)  Coleman  protests  that 
there  is  a  conflict  as  to  the  meaning  of  Claim  2  and  that 
the  District  Court  erred  in  considering  the  validity  of  this 
claim  before  it  had  resolved  the  conflict.  In  support  of 
this  contention,  Coleman  refers  to  the  two  Giwosky  affi- 
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davits  and  to  another  affidavit  executed  by  Coleman's  vice- 
president  Newton.  Actually,  however,  there  is  no  conflict. 
Mr.  Giwosky's  affidavits  are  not  concerned  with  the  mean- 
ing of  Claim  2,  which  is  abundantly  clear,  especially  when 
it  is  considered  in  the  light  of  the  Giwosky  specification,  as 
it  must  be.  {Walker  on  Patents  Dellers'  Ed.  1937,  p. 
1242.)  On  the  contrary,  Mr.  Giwosky's  affidavits  are 
related  to  other  matters  that  are  not  in  issue  on  this 
appeal.  In  its  complaint  for  declaratory  relief,  Siegler 
alleged  that  Mr.  Giwosky  is  not  the  inventor  of  the  sub- 
ject matter  claimed  in  his  patent  [R.  4]  and  that  Claim  2 
of  his  patent  is  invalid  because  this  claim  was  broadened 
during  prosecution  in  the  Patent  Office  to  embrace  some- 
thing not  described  in  the  original  appHcation  for  the 
patent  and  not  set  out  in  the  statement  of  invention  or 
the  claims  as  originally  filed.  [R.  5.]  Mr.  Giwosky  exe- 
cuted a  first  affidavit  in  which  he  admits  that  one  feature 
of  Claim  2  is  of  no  consequence  and  not  part  of  his 
invention.   Thus  Mr.  Giwosky  swore  that: 

"Both  Claims  1  and  2  of  United  States  Patent  No. 
2,767,702  require  that  room  air  introduced  into  the 
second  stage  of  heat  exchange  be  brought  into  heat 
exchange  relationship  with  the  barrier  plate  at  the 
bottom  of  the  economizer.  As  I  have  already  stated, 
this  heat  exchange  relationship  is  of  no  consequence. 
I  never  considered  that  the  bringing  about  of  such 
relationship  was  a  part  of  my  invention  to  which  my 
application  was  directed  and  never  intended  to  claim 
it  as  a  part  of  my  invention."     [R.  43-44.] 

Coleman's  Newton  agreed  that  bringing  room  air  into 
heat  exchange  relationship  with  the  barrier  plate  at  the 
bottom  of  the  Giwosky  economizer,  as  required  by  Claim 
2,  is  of  no  consequence.  In  his  affidavit  [R.  ^Z]  Newton 
swore  that  'There  was  no  need,  as  indicated  by  Mr. 
Giwosky,  to  cool  the  closure  plate,  as  such." 
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Siegler,  in  its  motion  for  summary  judgment,  also 
asserted  that  Mr.  Giwosky  did  not  invent  the  subject 
matter  of  Claim  2  of  the  patent  and  argued  Coleman  had 
misled  the  patent  office  by  stressing  the  importance  of 
cooling  the  lower  box  top  to  obtain  a  patent  over  the 
reference  Hollingsworth.    [R.  46,  65.] 

The  record  shows  that  Coleman,  without  consulting 
Mr.  Giwosky,  amended  his  application  by  adding  Claim  2 
directed  to  a  device  Mr.  Giwosky  did  not  think  would 
work.  [R.  43.]  In  obtaining  allowance  of  the  claim,  Cole- 
man laid  emphasis  on  the  use  of  room  air  to  cool  the 
top  of  the  lower  box  or  barrier  plate,  and  pointed  up  the 
possible  dangerous  overheating  in  Hollingsworth,  which 
showed  only  a  "dead  air  space"  in  the  area  (file  wrapper, 
amendments  dated  May  29  and  July  11,  1956).  Both 
assertions  were  false. 

Giwosky  regarded  cooling  the  barrier  plate  to  be  of 
no  consequence,  and,  as  Coleman's  Kice  had  testified, 
Hollingsworth  did  not  have  a  "dead  air  space''  in  the 
area  above  the  lower  box.     [Orig.  R.  359.] 

On  the  basis  of  the  foregoing  facts,  Siegler  included 
misleading  the  Patent  Office  in  its  argument  for  sum- 
mary judgment  [R.  65],  relying  in  part  upon  the  rule 
reiterated  in  Armour  and  Company  v.  Wilson,"^  119  U.  S. 
P.  Q.  365,  370  (N.  D.  111.,  1958)  (Federal  Reporter  cita- 
tion not  yet  available)  : 

"The     .     .     .     patent  was  secured  after  furnishing 
the  Patent  Office  with  false  and  misleading  evidence 
and   statements,    and    this    invalidates    the 
patent." 


*By  mere  coincidence,  the  owner  of  the  patent  stricken  down  in 
the  Annoiir  case  was  represented  by  Coleman's  patent  counsel  who 
are  of  record  in  the  case  at  bar  and  who  handled  the  Giwosky 
patent  application  in  the  Patent  Office. 
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However,  in  the  instant  case,  .the  Court  did  not  base 
its  decision  upon  the  foregoing  grounds.  The  purported 
fact  issue  raised  by  the  Giwosky  and  Newton  affidavits 
thus  had  nothing  to  do  with  the  meaning  of  Claim  2  and 
was  not  involved  in  the  Court's  decision. 

As  to  the  meaning  of  Claim  2,  Mr.  Dawson,  the  attor- 
ney for  Coleman  who  prosecuted  the  Giwosky  patent  appli- 
cation in  the  Patent  Office,  testified  in  the  accounting 
proceedings  in  the  prior  litigation  and  stripped  the  claim 
of  all  the  useless  verbiage  that  it  contains.  In  testifying 
about  the  Giwosky  patent,  he  admitted  that: 

"And  there  the  important  feature  was  that  instead 
of  bringing  the  air  in  (to  the  economizer)  from  the 
bottom  of  the  casing  around  the  lower  heater  (as 
in  Hollingsworth  and  Coleman's  production  heaters) 
that  the  air  was  admitted  freely  through  a  vent  in 
the  very  front  of  the  economizer,  so  that  the  room 
air  could  be  utilized  in  cooling  the  top  of  your  heater" 
[R.  163]. 

Mr.  Dawson's  admission  disposes  of  any  argument  as 
to  what  Mr.  Giwosky  allegedly  invented.  In  view  of 
Hollingsworth,  Mr.  Giwosky's  alleged  invention  is  simply 
the  bringing  of  room  air  directly  into  the  base  of  the 
economizer  through  vents  or  grills  located  at  that  point 
instead  of  bringing  it  in  upwardly  through  the  space  in 
the  wall  around  the  lower  box  of  the  heater. 

The  case  is  therefore  not  comparable  to  Cee-Bee  v. 
Delco  Products,  120  U.  S.  P.  Q.  72  (9th  Cir.,  1958)  (Fed- 
eral Reporter  citation  not  yet  available),  in  which  the 
meaning  of  the  claim  and  the  prior  art  could  not  be  re- 
solved without  resolving  an  issue  of  fact. 
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As  the  Court  in  that  case  stated,  however : 

"What  the  prior  art  was  and  what  the  patentee 
did  to  improve  upon  it  are  questions  of  fact.  W^hether 
what  the  patentee  did  is  properly  to  be  classified  as 
invention  is  a  question  of  law  ...  If  there  were 
here  no  genuine  issues  as  to  the  material  fact  con- 
cerning prior  art  and  the  teaching  of  the 
patent  [in  suit],  the  trial  court's  conclusion  that 
.  .  .  [the  patent]  lacked  invention  would  involve 
only  a  question  of  law  which  could  be  decided  by 
summary  judgment." 

In  the  instant  case  there  is  no  issue  as  to  what  either 
the  prior  art  or  Giwosky  taught.  That  the  patent  in 
suit  lacked  invention  was  therefore  properly  decided  on 
a  motion  for  summary  judgment. 

IV. 

Giwosky's  Immaterial  Variation  Over  Hollingsv^orth 

Is  Not  Patentable. 

Both  this  Court  and  the  District  Court  have  considered 
the  inconsequential  differences  between  the  Coleman  design 
and  the  wall  heaters  described  and  claimed  in  the  Holly 
patent,  to  HoUingsworth,  No.  2,602,441,  previously  before 
this  Court  in  the  case  of  Holly  v.  Colemun,  233  F.  2d 
71.  In  this  connection  it  should  be  added  that  this  Court 
found  that  Coleman's  production  model  wall  heaters  de- 
signed by  Giwosky  copied  the  HoUingsworth,  et  al.  design 
with  "immaterial  variances."    (233  F.  2d  71,  84.) 

The  design  covered  by  Giwosky's  patent  dift'ers  from 
Coleman's  production  model  wall  heaters  designed  by  'Mr. 
Giwosky  since  the  economizers  in  the  production  models 
utilize  air  from  around  the  lower  box  as  well  as  air 
entering  directly  from  the  room,  while  the  design  in  the 
patent   provides    a    structure    in    which    air    entering    the 
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bottom  of  the  economizer  "is  entirely  separate   from  the 
air  heated  by  the  wall  heater".    [R.  315.] 

Mr.  Horace  Dawson,  who  prosecuted  the  (iiwoskv 
application  in  the  patent  office,  stated  that  (iiwosky's  "im- 
portant novel  .  .  .  feature  was  that  instead  of  bringing 
the  air  in  from  the  bottom  of  the  casing  around  the  lower 
heater  that  the  air  was  admitted  freely  through  a  vent  in 
the  very  front  of  the  economizer"  [R.  16v3|  and  that  "It 
seemed  to  me  that  the  structure  shown  in  the  Giwosky 
patent  in  effect  closed  off  all  the  air"  frcjm  around  the 
lower  box.    [R.  164.] 

The  file  wrapper  of  the  Ciiwosky  patent,  jjarticularly 
the  amendment  dated  July  11,  1956,  also  ])rovides  Cole- 
man's reasons  for  its  assertion  that  the  Ciiwosky  device 
is  novel  over  Hollingsworth,  et  al.,  No.  2,602,441.  There, 
the  suggested  difference  Ix^tween  Hollingsworth  and  Claim 
2  of  Giwosky  is  the  use  of  room  air  flowing  over  the 
lower  box  top  into  the  second  stage  of  heating  in  (iiwosky 
— the  air  that  is  warmed  by  circulation  through  the  second 
box  or  economizer.  Giwosky  merely  substituted  an  air 
source  for  the  economizer  through  inlet  grilles  at  the  top 
of  the  lower-box  panel. 

In  an  earlier  attempt  to  distinguish  the  (jiwosky  device 
over  the  Hollingsworth  et  al.  patent,  and  in  an  endeavor 
to  overcome  the  Final  Rejection  by  the  Patent  Office  dated 
December  21,  1955,  counsel  for  Coleman  also  relied  ui)on 
this  feature  as  constituting  the  distinction  of  the  Giwosky 
device  over  the  Hollingsworth  et  al.  patent.  In  Coleman's 
amendment  dated  May  29,  1956,  Coleman  states  with 
reference  to  the  area  just  above  the  top  of  the  lower  box 
that  Hollingsworth  et  al.  "shows  only  dead  air  space  in 
this  area,"  and  in  its  amendment  dated  July  11,  1956,  that 
"heating  ab(;ve  the  code  limitation  would  be  quite  likely 
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to  occur  with  the  HolHngsworth  construction,  while  the 
problem  is  overcome  with  applicant's  [Giwosky's]  con- 
struction." 

However,  the  area  in  question  in  the  HoUingsworth 
et  al.  device  is  in  direct  communication  with  and  forms  a 
part  of  the  air  passageway  [designated  No.  41  in  the 
HolHngsworth  et  al.  patent — R.  317]  around  the  secondary 
heat  exchanger  which,  in  turn,  receives  air  from  the 
space  [designated  No.  24  in  Figs.  3  and  4  of  the  HolHngs- 
worth et  al.  patent — R.  317]  about  the  sides  and  the  back 
of  the  lower  box  or  primary  heater.  Hence  the  HoUings- 
worth et  al.  patent  does  not  show  only  dead  air  space  in 
this  area  as  represented  by  Coleman  in  its  endeavor  to  find 
a  patentable  distinction  between  the  Giwosky  design  and 
the  HolHngsworth  et  al.  design. 

Coleman's  expert,  Mr.  Kice,  testified  that  the  HoUings- 
worth et  al.  heater  took  room  air  "up  through  the  columns 
of  the  trim  *  *  *  into  the  space  above  the  lower 
|3QX  *  *  *  into  the  secondary  heat  exchanger".  [R. 
152.] 

As  a  matter  of  uncontroverted  fact,  therefore,  HoUings- 
worth, et  al.  employs  an  arrangement  which  is  the  equiva- 
lent of  the  element  Coleman  urged  to  obtain  a  patent  over 
HolHngsworth  et  al. 

"It  is  elemental  that  the  mere  substitution  of 
equivalents  which  do  substantiaUy  the  same  thing  in 
the  same  way,  ...  is  not  such  an  invention  as 
will  sustain  a  patent."  {Dow  Chemical  Co.  v.  Halli- 
burton Co.,  324  U.  S.  320,  330  (1945).) 
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V. 

Claim  2  of  the  Giwosky  Patent  Is  Invalid  in  the  Light 
of  the  Prior  Patents  to  Hollingsworth  and 
Browell. 

According  to  Coleman,  the  "important  novel  .  .  . 
feature"  of  the  Giwosky  patent  is  the  bringing  of  room 
air  into  an  economizer  of  a  gas-burning  wall  heater 
through  a  vent  or  grille  located  at  the  base  of  the  econo- 
mizer instead  of  including  a  conduit  for  air  through  the 
space  in  the  wall  around  the  lower  box  of  the  heater, 
as  taught  by  Hollingsworth  and  followed  by  Coleman  in 
its  production  model  heaters.  The  District  Court,  with 
the  teachings  of  Hollingsworth  and  Browell  thoroughly 
interpreted  for  it  in  the  prior  litigation  and  by  this  Court 
of  Appeals'  prior  decision,  held  that  this  did  not  amount 
to  invention.    The  District  Court  was  correct. 

As  this  Court  of  Appeals  has  pointed  out  in  its  decision 
in  the  prior  case  (233  F.  2d  84),  Mr.  Giwosky  himself 
admitted  that  the  Holly  gas-burning  wall  heater,  built  in 
accordance  with  the  HoUingsworth  patent,  was  the  first 
on  the  market  to  employ  an  economizer  or  secondary  heat 
exchanger,  and  that  he  had  one  of  the  Holly  heaters 
before  him  when  he  began  the  design  work  on  Coleman's 
heaters.  There  can  be  no  question  that  the  successful 
Hollingsworth  invention  is  much  earlier  in  time  than  the 
purported  invention  of  Mr.  Giwosky. 

The  Giwosky  patent  is,  in  any  view  of  the  facts,  a 
Johnny-come-lately  in  the  art  of  gas-burning  wall  heaters. 
The  apphcation  for  it  was  not  filed  until  October  1,  1953, 
more   than   a  year   after   the   Hollingsworth   patent   had 


—30— 

been  issued,  and  long  after  Mr.  Giwosky  had  had  an 
opportunity  not  only  to  familiarize  himself  with  the  patent 
but  with  the  Holly  heater  built  in  accordance  therewith, 
and  even  after  Holly  had  brought  suit  for  infringement. 
Claim  2  of  the  Giwosky  patent  was  not  introduced  into 
the  application  until  July,  1956,  several  months  after 
this  Court  had  rendered  its  decision  in  the  case  of  Colenian 
V.  Holly  Mfg.  Co.,  No.  14,711,  affirming  the  trial  court's 
ruling  that  Coleman  had  deliberately  infringed  the  Holly 
patent.  So  Giwosky  was  far  from  being  a  pioneer  in 
the  wall-heater  art.  His  superiors  at  Coleman  told  him 
to  design  a  heater  like  the  Holly,  and  following  instruc- 
tions, he  was  forced  to  be  little  more  than  a  mere  copyist. 
[R.   171-174.] 

This  Court,  in  referring  to  the  Coleman  heaters  in- 
volved in  the  prior  litigation,  held  "that  all  of  the  essential 
parts  and  elements  of  appellee's  device  have  been,  with 
immaterial  variances,  faithfully  copied  by  appellant  in 
constructing  its  various  models  .  .  ."  (233  F.  2d  71, 
84).  A  similar  statement  can  readily  be  applied  to 
Giwosky's  alleged  invention.  This  "invention"  as  defined 
in  Claim  2  is  a  faithful  copy  of  the  Hollingsworth  device 
with  a  single  immaterial  variation.  This  single  immaterial 
variation  is  the  bringing  of  room  air  into  the  economizer 
directly  through  vents  in  its  base  instead  of  upward 
through  the  space  in  the  wall  around  the  lower  box.  This 
variation  is  disclosed  by  Browell.  As  we  pointed  out 
repeatedly  in  our  briefs  in  the  prior  litigation,  the  Browell 
patent,  relating  as  it  does  to  the  much  earlier  fireplace  art, 
did  not  in  and  of  itself,  solve  the  problems  that  confronted 
Hollingsworth  in  wall  heaters.  But  the  Browell  patent 
does  disclose  the  use  of  an  economizer  (as  Coleman  has 
admitted  in  its  Op.  Br.  p.  9),  and  after  Hollingsworth 
has  showed  how  to  use  economizers  in  gas-burning  wall 
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leaters,  the  Browell  patent  took  on  a  relevance  that  it 
lad  not  had  before. 

In  Coleman's  opening  brief  before  this  Court  filed  July 
50,  1955  in  the  prior  litigation,  No.  14711,  concerning 
nfringement  of  the  Hollingsworth  patent,  pages  40-41, 
Coleman  suhmitted  that  its  device  was  "constructed  di- 
rectly in  accordance  with  this  Browell  patent,"  and  pointed 
)ut  the  similarities  between  the  Browell  economizer  and 
;hat  of  Coleman.  This  argument  did  not  relieve  Coleman 
-)i  the  charge  of  infringement  because,  as  this  Court 
ietermined,  the  Coleman  economizers  drew  air  from  two 
sources — directly  from  the  room  through  grilles  in  the 
)ase  of  the  economizer  and  also  through  the  space  in  the 
vail  around  the  lower  box,  as  required  by  the  Hollings- 
vorth  patent.  But  the  argument  is  relevant  in  this  later 
iction  because  the  device  of  the  Giwosky  patent,  unlike 
he  infringing  heaters  that  Coleman  made  and  sold,  has 
in  economizer  that  draws  air  from  only  one  source — 
lamely,  through  grilles  or  vents  in  the  base  of  the  econo- 
nizer.    This  is  exactly  what  Browell  taught. 

Coleman's  Mr.  Kice  made  this  very  plain  at  the  trial 
n  the  earlier  action  between  the  parties.  Mr.  Kice  inter- 
)reted  the  Browell  disclosure  by  means  of  a  drawing  that 
le  had  made.  This  drawing  was  an  overlay  to  Defendant's 
Exhibit  AA  in  the  prior  litigation.  Exhibit  AA  with 
he  overlay  is  attached  to  this  brief  as  Appendix  A.  Mr. 
<^ice  testified  that  this  exhibit  represented  "the  practical 
ipplication  of  the  Browell  patent"  and  showed  that  in 
he  Browell  structure  "air  enters  the  economizers  at 
j'oints  A,  in  openings  directly  above  the  lower  box,  and 
vould  absorb  heat  from  the  flue  and  would  exhaust  back 
nto  the  room  through  an  outlet,  which  I  will  mark  B" 
R.  144].  A  comparison  of  Exhibit  AA  and  its  overlay 
vith  Fig.  2  of  the  Giwosky  patent   [R.  314]   shows  that 
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the  economizer  of  the  two  drawings  are  substantially 
identical.  In  both,  the  economizers  receive  all  their  air 
from  vents  at  their  bases  and  discharge  this  air  through 
grilles  at  their  tops  just  below  the  ceiling.  As  Mr.  Kice 
intimated  [R.  147],  the  "Coleman  design  [as  represented 
by  the  Giwosky  patent]  ...  is  quite  similar  to  the 
old  Browell  patent  of  1882."  And  Mr.  Lyon,  Coleman's 
then  counsel,  emphasized  this  fact  when  he  asserted  that 
the  Coleman  heater  ".  .  .  is  entirely  the  principle  of 
that  1882  patent.     .     .     ."    [R.  160.] 

In  summary,  the  record  and  decisions  in  the  prior 
litigation  establish  beyond  any  possibility  or  argument 
that  the  device  of  Giwosky  Claim  2  is  identical  with  the 
prior  device  of  the  Hollingsworth  patent  save  for  an 
immaterial  variation.  This  immaterial  variation  is  dis- 
closed by  Browell.  The  District  Court  did  not  have  to 
resolve  any  issues  as  to  what  Hollingsworth  and  Browell 
disclosed  or  what  Giwosky  did  to  "improve"  upon  these 
disclosures.  The  sole  question  before  the  District  Court 
was  whether  or  not  Giwosky's  "improvement"  amounted 
to  invention.  This  was  purely  a  question  of  law  which 
it  correctly  resolved.  (Bergman  v.  Aluminum  Lock 
Shingle  Corp.,  251  F.  2d  801  (9th  Cir.,  1957).)  The 
Distinct  Court  correctly  found  that  Giwosky's  contribution 
to  the  art  was  infinitesimal  at  best  and  does  not  amount 
to  invention. 

The  District  Court  based  its  decision  upon  readily 
understandable  prior  art,  judicially  determined  facts,  and 
Coleman's  admissions.  Summary  judgment  declaring  the 
patent  in  suit  invalid  is  therefore  proper.  (F.  R.  C.  P., 
Rule  56;  Vermont  Slate  Co.  v.  Tatko  Bros.,  233  F.  2d  9 
(2nd  Cir.,  1956).) 
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VL 

The  Giwosky  Device  Required  No  More  Than 

Ordinary  Skill  in  the  Art. 

Admittedly,  Hollingsworth  et  al.  were  the  first  to  invent 
an  integrated  wall  heater  with  a  secondary  heat  exchanger. 
No  inventive  genius  was  necessary  to  adapt  Browell's 
flue  construction  to  the  economizer  or  secondary  heat 
exchanger  once  Hollingsworth  had  shown  how  to  employ 
an  economizer  or  secondary  heat  exchanger  in  a  wall 
heater.  The  reference  Browell  shows  a  metal  flue  con- 
struction in  which  air  is  taken  into  a  casing  about 
the  flue  at  points  p  directly  above  the  primary  heat- 
ing appliance  and  discharged  at  an  intermediate  point  I 
below  a  barrier.  [R.  144.]  The  secondary  heat  exchanger 
of  the  Giwosky  patent  is  the  same  thing.  Air  is  taken  into 
the  casing  about  the  flue  at  a  point  20  directly  above  the 
primary  heating  appliance  and  discharged  at  an  inter- 
mediate point  24  below  a  barrier.    [R.  164,  165,  314.] 

Section  103  of  Title  35,  United  States  Code  provides: 

"A  patent  may  not  be  obtained  though  the  inven- 
tion is  not  identically  disclosed  or  described  as  set 
forth  in  section  102  of  this  title,  if  the  differences 
between  the  subject  matter  sought  to  be  patented  and 
the  prior  art  are  such  that  the  subject  matter  as  a 
whole  would  have  been  obvious  at  the  time  the  inven- 
tion was  made  to  a  person  having  ordinary  skill  in 
the  art  to  which  said  subject  matter  pertains." 

In  the  ordinary  case,  Giwosky  would  be  presumed  to 
have  knowledge  of  the  references  Hollingsworth  and 
Browell.    As  the  Supreme  Court  has  made  plain: 

".  .  .  whatever  the  facts  may  have  been,  he 
is  chargeable  with  a  knowledge  of  all  pre-existing 
devices."  (Mast,  Foos  &  Co.  v.  Stover  Co.,  117 
U.  S.  485,  493  (1900).) 
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Resort  to  presumptions  of  knowledge  need  not  be  made 
in  the  case  at  bar.  Giwosky  admitted  having  the  Holly 
heater  before  him  when  he  designed  his  device.  He  further 
admitted  that  the  Holly  heater  was  the  only  one  on  the 
market  having  a  secondary  heat  exchanger  or  economizer 
when  he  designed  Coleman's  infringing  heaters.  (233 
F.  2d  71,  84.)  His  instructions  were  to  design  a  heater 
like  the  Holly.    [R.  171-174.] 

This  Court  and  the  trial  court  therefore  held  that 
Coleman  copied  Holly  with  "immaterial  variations."  As 
has  been  pointed  out,  the  Giwosky  patented  heater  differs 
from  Coleman's  production  heaters  since  in  the  patent,  all 
air  entering  the  economizer  enters  from  the  room  at  a 
level  above  the  top  of  the  lower  box.  [R.  315.]  Such 
a  variation  is  shown  by  Browell.  Adapting  Browell  to 
HoUingsworth  requires  no  more  than  ordinary  skill.  Here 
again  the  reference  Browell  was  known  at  Coleman  during 
the  prosecution  of  Giwosky's  application  for  a  patent. 

Coleman's  Kice  in  1955  testified  with  respect  to  the 
Browell  construction: 

"Air  enters  the  economizer  at  points  A,  in  open- 
ings directly  above  the  lower  box,  and  would  absorb 
heat  from  the  flue  and  would  exhaust  back  into  the 
room  through  an  outlet  which  I  will  mark  B."  [R. 
144;  Appendix  A  to  this  brief.] 

Mr.  Kice  found  in  Browell  the  principle  of  introducing 
all  air  into  the  economizer  from  a  level  just  above  the 
lower  box — the  same  principle  which  Mr.  Dawson  stated 
was  the  "important  novel  feature"  of  Giwosky.    [R.  163.] 

Certainly  after  HoUingsworth  had  shown  inter  alia  how 
to  prevent  excessive  wall  temperatures,  increase  circula- 
tion and  efficiency,  and  hold  efficiency  constant  regardless 
of  flue  height  by  constructing  a  wall  heater  with  an  inte- 
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grated  economizer,  it  required  no  more  than  ordinary  skill 
by  one  who  knew  about  Browell  to  adapt  Browell  to  the 
HoUingsworth  construction. 

In  prosecuting  the  Giwosky  application,  Coleman's  pat- 
ent attorney,  Mr.  Dawson,  after  final  rejection  of  the 
application  stressed  that  Giwosky  brought  air  over  the 
top  of  the  lower  box  in  "heat  exchange  relationship"  as 
heretofore  pointed  out.  Kice's  description  of  Browell, 
that  is,  bringing  air  into  the  economizer  "directly  above 
the  lower  box"  would  accomplish  the  same  thing,  since 
Coleman's  vice  president  Mr,   Newton  has  stated: 

"Whenever  a  stream  of  cool  air  contacts  a  hot 
metal  plate  it  is  necessarily  and  inevitably  in  'heat 
exchange'  relation  with  the  plate."    [R.  83.] 

As  the  Supreme  Court  put  it: 

"The  patented  device  results  from  mere  aggrega- 
tion of  two  old  devices,  and  not  from  invention  or 
discovery.  .  .  .  On  the  record  before  us,  it  is 
impossible  to  hold  that  production  of  the  patented 
device  required  more  than  mechanical  skill  and  origi- 
naHty  attributable  to  those  famihar  with  the  art. 
.  .  ."  {Toledo  Pressed  Steel  Co.  v.  Standard  Parts, 
Inc.,  307  U.  S.  350,  356  (1939).) 

VII. 

The  Device  of  the  Giwosky  Patent   Does  Not  Meet 

the   Test   of   the  A   &   P   Case. 

In  the  landmark  A  &  P  case,  340  U.  S.  147  (1950), 
the  Supreme  Court  held  with  respect  to  mechanical  devices 
such  as  in  the  patent  at  bar : 

"The  conjunction  or  concert  of  known  elements 
must  contribute  something;  only  when  the  whole  in 
some  way  exceeds  the  sum  of  its  parts  is  the  accumu- 
lation of  old  devices  patentable." 
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In  the  instant  case,  the  trial  court  found  that  the 
Giwosky  device  was  a  mere  aggregation  which  produced 
no  new  and  unusual  results.     [R.   135.] 

The  District  Court  thus  found  that  the  device  of 
Giwosky's  Claim  2  involves  no  new  cooperative  relation- 
ship and  was  productive  of  no  new  or  surprising  results, 
but  it  did  not  do  so  "by  merely  looking  at  a  drawing  of 
[Giwosky's]  patented  combination,"  as  Coleman  has  ar- 
gued in  its  opening  brief,  page  11.  On  the  contrary,  the 
District  Court  had  before  it  the  knowledge  that  Coleman 
had  never  made  and  sold  any  heaters  containing  the 
alleged  ''important  novel  feature"  of  the  Giwosky  patent 
(i.e.,  the  use  of  room  air  introduced  directly  into  the 
base  of  the  economizer  instead  of  bringing  this  air  up 
from  the  space  inside  the  lower  box),  but  on  the  contrary, 
had  "faithfully  copied"  the  Hollingsworth  device  with 
"immaterial  variances,"  as  judicially  determined  by  this 
Court.  (Coleman  v.  Holly,  233  F.  2d  71,  84.)  The  Dis- 
trict Court  also  had  before  it  Coleman's  assertions  in  the 
prior  trial  that  the  Giwosky  economizer  operates  "entirely 
on  the  principle"  of  the  Browell  patent,  and  this  Court's 
careful  description  of  what  the  Hollingsworth  and  Browell 
patents  disclose. 

The  District  Court  further  had  observed  tests  of  Cole- 
man's and  Holly's  heaters.  The  District  Court  also  had 
before  it  the  testimony  of  Coleman's  expert  Berry  who 
testified  that  a  Coleman  heater  he  had  modified  in  accord- 
ance with  Giwosky  would  not  pass  A.G.A.  (American  Gas 
Association)  requirements  because  of  excessive  wall  tem- 
peratures. [R.  230,  235.]  The  District  Court  also  had  be- 
fore it  the  indisputable  commercial  success  of  the  Hollings- 
worth heater  and  the  fact  that  the  Hollingsworth  heater 
has  had  A.G.A.  approval  from  the  beginning.  [233  F.  2d 
71,  80;  R.  159.]  The  District  Court  also  had  before  it  the 
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statement  of  the  inventor  Giwosky  that  he  did  not  consider 
the  two-stage  wall  heater  of  Claim  2  to  be  operative.  [R. 
41.]  The  District  Court  could  therefore  rightly  have  con- 
cluded that  the  device  of  Claim  2  represented  a  step  back- 
ward in  the  art.  Certainly  its  findings  that  the  device  of 
Claim  2  does  not  meet  the  test  of  the  A  &  P  case  is  well- 
founded  in  judicially  determined  facts  and  the  statements 
of  Coleman's  representatives. 

In  doing  so,  the  trial  court  was  merely  following  the 
mandate  "against  dignifying  combined  'segments  of  prior 
art'  with  the  title  of  'invention'."  (340  U.  S.  147,  153.) 
This  mandate  of  "canon"  has  been  expressly  recognized 
by  this  Court  of  Appeals  in  Bergman  v.  Aluminum  Lock 
Shingle  Corp.,  251  F.  2d  801  (9th  Cir.,  1957),  and  has 
been  more  recently  reenforced  in  Alvarado  Sales  Co.  v. 
Ruhalof,  120  U.  S.  P.  Q.  355  (9th  Cir.,  1959)  (Federal 
Reporter  citation  not  yet  available). 

The  District  Court  did  not  err. 

VIII. 

The  Presumption  of  Validity  of  Giwosky  Is 

Destroyed. 

A.  The  Browell  Patent,  Not  Cited  by  the  Patent  Office 
During  Its  Consideration  of  the  Giwosky  Application,  Is 
More  Pertinent  Than  Any  of  the  References  the  Patent 
Office  Did   Cite,   With   the   Exception  of   Hollingsworth. 

In  its  opening  brief  (p.  7),  Coleman  argues  that  "the 
prior  art  evidence  before  the  trial  court  was  the  same  in 
all  material  respects  as  that  which  had  been  considered 
by  the  Patent  Office  prior  to  the  granting  of  the 
[Giwosky]  patent.  This  constitutes  a  clear  disregard  of 
the  presumption  of  validity."  Later  on  in  its  opening 
brief    (pp.    18-19),    Coleman    argues    that    "the    Browell 
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patent  is  less  pertinent  than  the  Hollingsworth  patent, 
which  was  cited  by  the  Patent  Office,  and  is  at  most 
merely  cumulative  of  other  patents  cited  by  the  Patent 
Office." 

Admittedly,  the  Browell  patent  is  less  pertinent  than 
the  Hollingsworth  patent,  which  (as  we  have  demon- 
strated) relates  to  gas-fired  wall  heaters  and  represents 
the  first  successful  use  of  economizers  in  such  devices. 
As   this   Court   remarked   in   its   prior   decision: 

"The  three  fireplace  patents  above  discussed  [in- 
cluding the  Browell  patent]  and  heavily  reHed  upon 
by  appellant  represent  earlier  concepts  of  heat  con- 
veyance through  the  use  of  such  fireplaces,  but  in 
devising  their  apparatus  the  Holly  patentees  [Hol- 
lingsworth et  al.]  clearly  appear  to  have  parted 
company  with  the  basic  design  portrayed  by  these 
concepts  to  create  something  new  in  overall  construc- 
tion and  functional  operation — a  compact  unitary  wall 
device  which  could  easily  be  adapted  to  the  modern 
pattern  and  mode  of  living  under  conditions  of  urban 
life  (or  when  gas  would  be  available)  and  where  an 
efifective  and  reliable  single  room  gas-burning  heater 
device  would  be  highly  desirable  and  certainly  very 
useful."    (233  R  2d  71,  84.) 

But,  as  we  have  already  shown,  the  only  substantial 
difiference  between  the  Hollingsworth  device  and  that  of 
Giwosky  resides  in  the  fact  that  Giwosky  draws  the  air 
for  his  economizer  directly  from  the  room  through  open- 
ings at  the  base  of  his  economizer,  instead  of  drawing 
this  air  upward  through  the  space  inside  the  wall  around 
the    lower    box.      The    testimony    of    Mr.    Dawson,    who 
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solicited  the  Giwosky  patent,  is  unequivocal  on  this  point. 

Speaking-  of  the  Giwosky  patent,  Mr.  Dawson  said: 

"...  And  there  the  important  feature  was  that 
instead"^  of  bringing  the  air  in  from  the  bottom  of 
the  casing  around  the  lower  box  that  the  air  was  ad- 
mitted freely  through  a  vent  in  the  very  front  of  the 
economizer,  so  that  the  room  air  could  be  utilized  in 
cooling  the  top  of  your  heater."  [R.  163.] 

This  "important  feature,"  as  we  have  already  demon- 
strated, is  clearly  disclosed  by  Browell.  It  is  not  disclosed 
in  the  references  cited  by  the  Patent  Office.  These  are  the 
patents  of  Cayot,  Snyder,  Derrough,  and  Bacon,  et  al. 

The  Cayot  Patent  [R.  327]  discloses  a  single  stage  wall 
heater  without  any  economizer  at  all.  Clearly  it  cannot 
teach  what  Browell  taught. 

The  Snyder  Patent  [R.  336]  discloses  a  fireplace  pro- 
vided with  a  secondary  heat  exchanger  or  economizer,  but 
the  economizer  receives  its  air  from  outside  the  house 
through  a  port  15  and  an  upwardly  rising  duct  17  behind 
the  fireplace  itself.  Snyder's  economizer  receives  no  room 
air  at  all  and  certainly  not  any  room  air  from  a  vent  in  the 
base  of  the  economizer,  as  disclosed  by  Browell  and 
claimed  by  Giwosky. 

The  Derrough  Patent  [R.  341]  relates  to  brick  chimney 
construction  in  a  multi-storied  building.  In  the  chimney 
1  there  is  a  smoke  flue  2  with  a  space  around  it.  On  each 
story  there  is  an  opening  4  adjacent  the  floor  through 
which  room  air  is  admitted  and  a  second  opening  5  ad- 
jacent the  ceiling  through  which  the  air  is  discharged. 
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The  primary  source  of  heat  is  not  shown,  but  is  ap- 
parently in  the  basement  of  the  building.  Derrough's  dis- 
closure is  a  far  cry  from  that  of  Browell  in  which  the 
primary  source  of  heat  (a  fireplace)  is  disposed  in  the 
room  with  an  economizer  overlying  it,  this  economizer, 
like  that  of  Giwosky,  receiving  its  air  through  vents  in 
its  base  immediately  above  the  primary  source  of  heat. 

The  Bacon,  et  al.,  patent  [R.  343]  is  a  fireplace  with  a 
hollow  back.  Air  enters  this  hollow  back  from  outside 
the  house  through  a  pipe  10,  rises  upwardly  and  is  dis- 
charged through  a  grille  17  just  above  the  fireplace.  The 
device  of  Bacon  et  al.  is  the  complete  antithesis  of 
Browell's  structure.  It  discharges  air  into  the  room  at  the 
place  where  Browell  sucks  the  air  into  his  economizer,  and 
sucks  air  out  of  the  room  near  the  ceiling  through  a  grill 
18  at  the  point  where  Browell  discharges  air  from  his 
economizer. 

The  devices  disclosed  by  Cayot,  Snyder,  Derrough  and 
Bacon  et  al.,  like  that  of  Browell,  are  all  simple  structures. 
No  testimony  is  needed  to  explain  them  or  to  show  that 
all  are  less  pertinent  to  the  Giwosky  wall  heater  than  is 
the  device  of  Browell.  None  of  them  disclose  an  econ- 
omizer in  the  wall  immediately  above  the  primary  heater 
and  with  the  air  for  the  economizer  admitted  from 
the  room  directly  into  the  base  of  the  economizer  and 
discharged  adjacent  the  ceiling.  Browell  discloses  just 
such  a  device — an  economizer  that  is  the  same  in  all 
essentials  as  the  economizer  of  Giwosky. 

The  irrelevance  of  the  Cayot,  Snyder,  Derrough  and 
Bacon  et  al.,  patents  is  shown  by  Coleman's  conduct  in 
the  prior  litigation.  In  that  litigation,  Coleman  doubtless 
made  numerous  searches  in  an  effort  to  discover  prior 
patents  that  disclosed  structures  as  close  as  possible  to  its 


infringing  heaters.  In  its  defense  Coleman  cited  14  prior 
patents,  including  that  of  Browell.  But  these  prior  patents 
did  not  include  those  of  Cayot,  Derrough  or  Bacon  et  al. 
They  did  include  the  Snyder  patent  [Orig.  R.  897],  but 
Coleman  did  not  urge  the  relevance  of  this  patent  before 
the  District  Court  and  did  not  even  mention  it  in  its 
briefs  or  argument  before  this  Court  of  Appeals.  Instead, 
it  relied  heavily  on  the  prior  patent  of  Browell  and  under- 
took to  show  that  the  infringing  heaters  were  direct 
descendants  of  Browell's  device.  This  was  not  true,  as 
this  Court  found.  But  as  we  have  already  shown,  Giwosky 
is  nothing  more  that  the  Hollingsworth  heater  modified 
in  accordance  with  the  teachings  of  Browell  and,  as  such, 
is  not  an  invention. 

B.  The  Presumption  of  Validity  o£  the  Giwosky  Patent 
Was  Not  Ignored.  On  the  Contrary,  It  Was  Overcome 
by  an  Abundance  of  Evidence  That  Was  Not  Before  the 
Patent   Office  When  the   Giwosky  Patent   Was   Granted. 

In  its  opening  brief  (p.  7),  Coleman  asserts  that: 

"This  appeal  presents  the  unusual  situation  of  a 
patent  being  held  invalid  on  a  motion  for  summary 
judgment  where  the  prior  art  evidence  before  the  trial 
court  was  the  same  in  all  material  respects  as  that 
which  had  been  considered  by  the  Patent  Office  prior 
to  the  granting  of  the  patent."^  This  constitutes  a 
clear  disregard  of  the  presumption  of  validity." 

A  large  portion  of  Coleman's  opening  brief,  beginning 
at  page  13,  is  composed  of  an  elaboration  of  this  false 
assertion. 

The  facts  are  otherwise.  The  Patent  Office  did  not  have 
before   it   Mr.    Dawson's   interpretation   of   the    Giwosky 
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patent.  The  Patent  Office  did  not  have  before  it  Mr. 
Giwosky's  affidavit  in  which  he  swore  that  some  of  the 
subject  matter  of  claim  2  of  the  patent  had  been  introduced 
without  his  knowledge  and  that  he  had  never  considered 
the  two  stage  wall  heater  of  this  claim  to  be  a  part  of  his 
invention.  [R.  43.]  The  Patent  Office  did  not  have  before 
it  the  Browell  patent  which,  as  we  have  just  established, 
is  more  pertinent  than  any  of  the  references,  except 
Hollingsworth,  that  the  Patent  Office  relied  upon.  The 
Patent  Office,  so  far  as  the  record  shows,  did  not  have 
before  it  the  findings  of  the  District  Court  in  the  prior 
litigation  about  the  relationship  of  the  Giwosky  "improve- 
ment" to  the  prior  art  as  represented  by  the  Hollingsworth 
and  Browell  patents.  The  Patent  Office,  due  to  the  dates 
involved,  could  not  have  considered  the  decision  of  this 
Court  of  Appeals  in  which  this  relationship  was  largely 
laid  at  rest  and  made  res  judicata.  And  the  Patent  Office 
did  not  have  before  it  the  damaging  admissions  made 
during  the  prior  litigation  by  Coleman's  Kice  and  its 
former  counsel,  Mr.  Lyon,  as  to  the  extreme  relevance  of 
the  Browell  disclosure.  These  elements  of  the  case  were 
all  known  to  Coleman  and  not  presented  to  the  Patent 
Office  and  must  therefore  be  presumed  to  be  adverse. 
Any  presumption  of  validity  for  the  Giwosky  patent  is 
completely  destroyed. 

This  case  may  be  unusual,  but  it  is  not  unusual  because 
the  record  before  the  Patent  Office  was  the  same  as  the 
record  before  the  District  Court.  On  the  contrary,  it  is 
unusual  because,  before  granting  summary  judgment,  the 
District  Court  had  had  the  advantage  of  learning  all  about 
the  Giwosky,  Hollingsworth  and  Browell  devices  in  open 
court  in  a  long  trial  and  an  accounting  proceeding,  and 
had  had  the  further  advantage  that  all  of  the  real  issues 
of   fact   involved  had  previously  been  laid  at   rest  either 
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by  Coleman's  admissions  or  by  the  decision  of  the  Court 
of  Appeals.  Siegler,  of  course,  had  the  burden  of  over- 
coming the  presumption  of  validity  of  the  Giwosky  patent, 
but  it  met  that  burden  by  incontrovertible  evidence  and 
decisions  that  were  not  before  the  Patent  Office. 

In  a  recent  case  of  the  Second  Circuit  (cited  by  Cole- 
man in  its  Op.  Br.  p.  14),  the  Court  reversed  a  summary 
judgment,  saying: 

'Were  we  skilled  in  the  art  it  might  be  simple  to 
determine  whether  there  was  any  'genuine  issue'  as 
to  any  material  fact  with  respect  to  the  anticipation 
of  the  second  Rotheim  patent,  but  we  lack  that  special 
knowledge  which  would  permit  us  to  read  that  patent 
so  understandingly  and  this  record  is  barren  of  proof 
to  enable  us  to  do  so."  (Bridgeport  Brass  Co.  v. 
Bostwick  Laboratories,  Inc.,  181  F.  2d  315,  319  (2nd 
Cir.,  1950).) 

The  Bridgeport  Brass  case  has  no  application  here, 
because  in  the  instant  case  both  the  trial  court  and  this 
Court  of  Appeals  have  the  "special  knowledge"  from  the 
prior  litigation  and  the  record  of  the  prior  litigation 
bulges  with  the  required  proof. 

There  can  be  no  doubt  that  the  record  of  the  prior 
litigation  was  before  the  trial  court.  The  parties  had  so 
stipulated.  [R.  277,  312.]  And  even  in  the  absence  of 
such  a  stipulation,  the  trial  court  would  have  been  justified 
in  doing  so. 

"The  plaintifif  argues  that  the  Court  could  not  look 
to  the  record  of  the  prior  litigation  in  support  of  the 
motion  for  summary  judgment;  but  we  think  there 
can  be  no  question  as  to  the  correctness  of  the  Court's 
action  in  doing  so."  {Ellis  v.  Gates,  178  F.  2d  791, 
793   (4th  Cir.,  1949).) 
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In  the  case  of  Boherts  v.  General  Motors  Corp.,  228  F. 
2d  94,  101  (6th  Civ.,  1955),  the  court  noted  that  the  trial 
judge  had  before  it  the  prior  art,  numerous  depositions, 
admissions,  affidavits  and  photographs,  and  had  the  benefit 
of  extensive  briefs.  In  affirming  a  summary  judgment  of 
invahdity  of  the  patent  in  suit  the  court  stated: 

"He  was  in  full  possession  of  all  essential  facts 
necessary  for  a  correct  decision  of  the  case." 

In  the  instant  case,  the  trial  court  looked  to  the  record 
of  the  prior  litigation  to  find  "all  essential  facts  necessary 
for  a  correct  decision,"  if  any  facts  over  and  above  the 
prior  art  patents  and  the  file  wrapper  of  Giwosky  are 
necessary.  What  it  found  there  removes  the  presump- 
tion of  validity  of  the  Giwosky  patent  and  clearly  sup- 
ports its  finding  that  Claim  2  of  Giwosky  is  invalid 
for  lack  of  invention.  That  claim  is  directed  to  one  of 
the  "immaterial  variations"  that  Coleman  made  when  it 
"faithfully  copied"  the  HoUingsworth  design,  and  even 
this  "immaterial  variation"  is  clearly  disclosed  in  the 
earlier  patent  to  Browell.   [R.  144.] 

As  this  Court  recently  held: 

"Even  one  prior  art  reference,  which  has  not  been 
considered  by  the  Patent  Office  may  overthrow  the 
presumption  of  validity  and,  when  the  most  pertinent 
art  has  not  been  brought  to  the  attention  of  the 
administrative  body,  the  presumption  is  largely  dis- 
sipated. Such  is  the  case  here."  (Italics  added.) 

Jacuzzi  Brothers  v.  Berkeley  Pump  Co.,  191  F.  2d 
632,  634  (9th  Cir.,  1951). 
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IX. 

No   Further   Evidence   Is   Required  to   Establish   the 

Invalidity  of  Claim  2  of  the  Giwosky  Patent. 

At  page  12  of  its  opening  brief,  Coleman  makes  the 
extravagant  assertion  that: 

"If  appellant  had  been  permitted  to  present  evi- 
dence in  support  of  Claim  2,  it  would  have  shown  that 
the  prior  art  Hollingsworth  design  was  defective, 
that  the  defect  was  discovered  by  Giwosky,  and  that 
the  Giwosky  device  represents  the  first  complete  solu- 
tion to  the  problem  of  avoiding  objectionably  hot 
walls  while  still  achieving  high  efficiencies  in  gas  wall 
heaters." 

A  similar  blatant  effort  to  raise  an  issue  of  fact  where 
none  exists  occurs  at  pages  30-33  of  Coleman's  opening 
brief.  Here  counsel  calls  attention  to  the  fact  that  Hol- 
lingsworth taught  that  in  order  to  solve  the  hot  wall 
problem  without  loss  of  thermal  efficiency,  it  is  necessary 
to  draw  air  into  the  economizer  from  the  space  inside  the 
wall  around  the  lower  box,  and  then  goes  on  to  say  that 
if  Coleman  had  been  permitted  to  present  evidence  on  this 
point,  it 

"would  have  shown  that  Hollingsworth  was  mistaken, 
that  what  he  believed  to  be  essential  and  beneficial 
was  actually  non-essential  and  detrimental,  and  that 
the  results  which  Hollingsworth  sought  are  not  in 
fact  achieved  by  his  combination,  but  instead  are 
achieved  by  the  Giwosky  combination." 

This  assertion  flies  in  the  face  of  this  Court's  finding 
that  "the  record  establishes  a  ready  and  widespread  ac- 
ceptance of  the  Holly  [Hollingsworth]  device  and  attend- 
ant commercial  success"  (233  F.  2d  71,  80)  and  the  Dis- 
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trict  Court's  finding,  reiterated  by  this  Court  of  Appeals, 
that 

"the  combination  of  elements  described  and  claimed  in 
the  [Hollingsworth]  patent  in  suit  cooperate  to  per- 
mit the  thermal  in-put  of  wall  heaters  to  be  increased 
without  bringing  about  excessive  wall  temperatures 
at  any  point  in  the  wall  from  floor  to  ceiling,  and 
without  reducing  thermal  efficiency  of  the  wall  heat- 
ers; and  that  the  invention  of  the  [Rollings worth] 
patent  in  suit  has  simultaneously  solved  the  hot  wall 
problem  from  floor  to  ceiling,  increased  thermal 
efficiency  while  permitting  increased  heat  in-put,  im- 
proved air  circulation  within  the  room,  minimized 
heat  loss  due  to  warm  air  being  sucked  out  of  the 
room  through  the  draft  hood,  and  has  rendered  this 
heat  loss  substantially  independent  of  flue  height." 
(233  R  2d  71,  81.) 

The  assertion  also  flies  in  the  face  of  this  Court's  hold- 
ing that  Hollingsworth  et  ah,  created  "something  new  in 
overall  construction  and  functional  operation — a  compact 
unitary  wall  device  which  could  easily  be  adapted  to  the 
modern  pattern  and  mode  of  living  under  conditions  of 
urban  Hfe.  .  .  ."  (233  F.  2d  71,  84.)  In  short,  Coleman 
is  here,  as  in  its  appeal  from  the  District  Court's  decision 
on  the  accounting  in  the  prior  litigation,  attempting  to 
re-try  issues  that  have  long  been  res  judicata. 

No  amount  of  evidence  could  change  these  judicially 
determined  facts.  And  Coleman's  profferred  evidence, 
whatever  it  might  be,  could  not  stand  up  in  the  face  of  its 
own  conduct.  Thus,  no  evidence  can  alter  the  fact  that, 
despite  its  false  promises,  Coleman  never  did  make  and 
sell  heaters  constructed  in  accordance  with  the  "important 
novel  feature"  of  the  Giwosky  patent  in  which  the  econ- 
omizers receive  air  through  vents  at  the  base  instead  of 
drawing  it  upward  from  the  space  in  the  wall  around  the 
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lower  box.  It  is  res  judicata  that  the  original  Coleman 
four-foot  economizers  drew  air  from  the  space  in  the  wall 
around  the  lower  box  as  taught  by  Hollingsworth  and  that 
despite  promises  to  the  contrary,  Coleman's  second  version 
equipped  with  the  three-foot  economizers  did  the  same 
thing.  (233  F.  2d  71,  84.)  The  District  Court  in  the 
contempt  proceeding  found  that  Coleman's  third  version, 
equipped  with  the  chute,  continued  to  draw  air  in  material 
quantities  from  the  space  in  the  wall  around  the  lower 
box.  [Ace.  R.  41.]  And  after  Coleman  was  held  in  con- 
tempt, it  did  not  adopt  the  design  of  the  Giwosky  patent, 
in  which  no  air  is  drawn  upward  into  the  economizer 
from  the  space  in  the  wall  around  the  lower  box.  Instead, 
as  Coleman  admits,  it  went  to  a  design  which  employs  no 
economizer  at  all.  [Ace.  R.  1623.] 

In  the  case  of  Park-In  Theatres  v.  Perkins,  this  court 
had  no  difficulty  on  an  appeal  from  a  summary  judgment 
in  disposing  of  a  contention  similar  to  Coleman's  even 
though  the  Court  itself  had  in  earlier  litigation  on  the 
patent  suggested  that: 

".  .  .  The  patentee  has  the  right  to  fortify  the 
presumption  of  validity  of  the  patent  by  proof  of 
matters  tending  to  show  that  the  conception  of  the 
patentee  involved  invention  and  utiHty."  (190  F.  2d 
137,  141.) 

When  faced  with  the  argument  Coleman  is  now  making 
the  Court  pointed  out,  however,  that  "the  parties  indicated 
their  view  that  nothing  beyond  the  record  as  made  for 
hearing  on  motion  for  summary  judgment  was  essential 
to  decision  of  the  basic  issue  of  vahdity." 

".  .  .  We  think  these  considerations  are  significant 
because  they  serve  to  remove  the  likelihood  .  .  .  that 
additional  evidence  would  be  useful  in  illuminating  the 
question  of  the  invention." 
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As  in  the  Park-In  Theatres  case,  the  parties  in  the 
instant  case  stipulated  that  the  court  could  consider  an 
adequate  record  in  ruling  on  the  validity  of  the  patent  in 
suit.     The  following  colloquy  is  significant: 

"The  Court:  .  .  .  If  it  is  agreed  I  will  take 
judicial  notice  of  the  papers  and  records  in  the  other 
other  case,  Case  No.   15,886. 

Mr.  Stanbury:  We  will  stipulate  that  the  Court 
may  do  so. 

The  Court:    Is  that  agreeable  to  the  plaintiff? 

Mr.  Hoegh:     Yes,  your  Honor." 

The  Court:  Perhaps  I  am  extending  it  too  much. 
Perhaps  I  should  say  the  record  before  the  Court  of 
Appeals. 

Mr.  Stanbury:  Well,  that's  another  matter,  your 
Honor. 

The  Court:     You  would  want  the  entire  record. 

Mr.  Stanbury:     Oh,  yes. 

The  Court:    Very  well."  [R.  277-278.] 

The  instant  case  is  thus  a  far  stronger  one  for  granting 
summary  judgment  than  was  the  Park-In  Theatres  case, 
for  in  the  instant  case  the  parties  agreed  that  the  Court 
could  consider  the  entire  record  of  the  earlier  litigation 
involving  the  prior  art  references  and  the  patent  in  suit 
as  well. 

Nonetheless,  appellant  now  suggests  the  need  for  proof 
that  the  reference  Hollingsworth  malperformed  and  that 
Giwosky  solved  the  problem.  Proof  of  the  type  suggested 
was  presented  to  the  District  Court  in  the  earlier  case  and 
rejected  by  the  Trial  Court  and  this  Court. 

Coleman's  expert  Kice  argued  that  problems  which 
existed   in   Hollingsworth   were   overcome   by   the    "inde- 
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pendent   (economizer)   air  source,"  the  "important  novel 
.    .    .    feature"  of  Giwosky.  [Orig.  R.  340-358;  R.  163.] 

However,  it  is  established  that  all  Holly  heaters  have 
the  necessary  A.G.A.  approval,  and  these  heaters  have 
been  sold  for  many  years.    The  District  Court  found 

"That  all  plaintiff's  wall  heaters  exempHfied  by 
exhibits  20  through  20d  and  44  embody  the  inven- 
tions claimed  in  the  patent  in  suit."  [Orig.  R.  26.] 

The  above-quoted  finding  included  plaintiff's  wall  heater 
models  now  charged  to  infringe.  [Orig.  R.  450,  465,  534; 
R.  14,  15;  Ace.  R.  1206,  1207.] 

In  view  of  the  record  Coleman  has  no  standing  to  urge 
the  need  of  a  trial  to  show  "that  HoUingsworth  was 
mistaken  .  .  .  and  that  the  results  which  HoUingsworth 
sought  were  achieved  for  the  first  time  by  the  Giwosky 
combination."  (Op.  Br.  p.  32.)  Its  proffered  evidence 
is  merely  cumulative  and  would  not  change  the  result. 
The  stark  facts  are  that  HoUingsworth  was  successful 
while  Giwosky  produced  wall  temperatures  so  dangerously 
hot  that  Coleman  did  not  even  bother  to  measure  them. 
(233  F.  2d  71,  80.)    [R.  235.] 

Again  the  opinion  in  Park-In  Theatres  is  appropriate. 

"It  is  true  that  appellant  claims  generally  that  there 
are  material  issues  of  fact  in  dispute.  But  as  we 
read  the  affidavits  filed  in  connection  with  the  motion 
for  summary  judgment,  they  do  not  disclose  the 
occasion  for  proof  beyond  the  record  already  made. 
Indeed  the  affidavits  reveal  rather  clearly  that  on  the 
issue  of  invention,  the  problem  here  is  essentially  one 
of  applying  legal  standards  to  circumstances  ade- 
quately before  the  court. 

".  .  .  There  are  .  .  .  cases  where  there  can  be 
little  doubt  what  the  patent  claims  and  factual  pres- 
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entation  is  not  necessary  to  illuminate  the  alleged 
invention  .  .  .  This  appears  on  its  face  to  be  such 
a  case  .  .  .  and  the  appellant  suggests  nothing  per- 
suasive to  the  contrary."  (190  F.  2d  137,  142.) 

Coleman's  proffer  of  evidence  that  is  contrary  to  judici- 
ally determined  facts  in  the  prior  litigation  and  to  its  own 
conduct  is,  to  say  the  least,  ludicrous  and  represents  but 
one  more  effort  to  retry  issues  of  fact  that  have  been  laid 
at  rest  in  the  prior  litigation  between  the  parties. 

X. 

The  Giwosky  Patent  Is  But  a  "Paper"  Patent,  Dir- 
ected to  Something  That  Coleman  Promised  to 
Do  and  Never  Did. 

"The  profession  is  fully  aware  of  the  proper  status 
of  a  paper  patent.  It  may  or  may  not  establish  or 
tend  to  establish  the  absence  of  utility,  exercise  of 
inventive  genius,  or  extent  of  advance  in  a  given  art. 
The  facts  in  each  case  must  determine  its  status 
.  .  ."  (Staude  v.  Bendix  Products  Corp.,  110  F.  2d 
484  (7th  Cir.,  1940).) 

The  facts  in  the  case  at  bar  establish  the  "absence  of 
utility"  and  absence  of  the  "exercise  of  inventive  genius" 
in  the  paper  patent  in  suit. 

Giwosky  applied  for  the  patent  in  suit  in  October  1953, 
after  he  had  seen  the  Holly  heaters  constructed  in  accord- 
ance with  the  Hollingsworth  patent,  after  Coleman  had 
begun  its  infringement  of  the  Hollingsworth  patent  and 
after  Holly  had  sued  Coleman  for  such  infringement. 
(233  F.  2d  71,  84.)  At  best  it  represents  no  more  than 
an  unsuccessful  effort  to  avoid  the  Hollingsworth  patent 
while  retaining  the  advantages  of  an  integrated  econ- 
omizer. 
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Holly  put  the  Hollingsworth  heater  on  the  market  in 
1950  and  it  was  an  immediate  commercial  success.  Cole- 
man obtained  one  of  them  and  undertook  to  design  one 
like  it.  Mr.  Giwosky,  the  patentee  of  the  patent  involved 
in  this  action,  was  put  in  charge  of  the  work.  (233  F.  2d 
71,  84.)  In  1952,  the  Holhngsworth  patent  issued  and 
soon  thereafter  Coleman  put  Mr.  Giwosky's  first  produc- 
tion design  on  the  market.  This  was  a  wall  heater 
equipped  with  a  so-called  "four  foot  economizer"  which 
drew  part  of  its  air  from  the  space  around  the  back  and 
sides  of  the  lower  box  and  another  portion  from  the  room 
through  a  grille  or  inlet  in  the  lower  front  portion  of  the 
economizer.  Holly  sent  Coleman  a  notice  of  infringement, 
and  as  the  District  Court  found  and  this  Court  of  Appeals 
reiterated. 

"after  Holly  had  sent  notice  of  infringement  of  the 
patent  in  suit  to  Coleman,  it  represented  to  Holly 
that  it  was  redesigning  the  Coleman  wall  heaters 
...  to  prevent  the  flow  upward  from  the  conduit 
provided  outside  the  first  box  and  inside  the  wall. 
.    .    ."    [Ace.  R.  430.] 

Coleman's  representation  was  in  the  form  of  two  letters 
from  its  counsel,  Mr.  Dawson,  to  Holly's  counsel.  In  the 
first  letter,  dated  April  15,  1953,  Mr.  Dawson  said: 

"I  have  now  been  advised  by  Coleman  that  in  view 
of  the  comments  in  your  letter,  they  have  decided  to 
make  a  further  change  in  the  structure  in  which  the 
upper  unit  is  seated  within  the  lower  unit  so  that 
there  is  no  possibility  of  any  flow  of  air  from  the 
space  about  the  lower  unit  into  the  upper  box.  I 
believe  that  this  will  satisfy  your  client  and  I  shall 
plan  to  send  a  copy  of  the  drawing  of  the  new  struc- 
ture in  the  very  near  future."  [R.  153-154,] 
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With  the  second  letter,  dated  June  4,  1953,  Mr.  Dawson 

sent  the  promised  drawing  and  said: 

*'In  the  drawing  you  will  note  that  the  second  or 
upper  box  10  is  closed  at  its  bottom  and  that  it  is 
open  only  at  its  forward  intake  11.  None  of  the  air 
from  about  the  lower  box  is  thus  able  to  enter  the 
box  10.  Instead,  the  air  that  enters  the  upper  box 
10  is  room  air  passing  through  the  entrance  11  and 
extending  upwardly  about  the  pipe  12  and  outwardly 
through  the  discharge  opening  13."   [R.   155.] 

The  drawing  that  Mr.  Dawson  referred  to  is  reproduced 
in  the  record  at  page  157.  It  bears  a  startling  resemblance 
to  Figure  2  of  the  Giwosky  patent  [R.  69,  314]  and  Mr. 
Dawson,  when  he  testified  during  the  accounting  pro- 
ceeding, admitted  on  cross-examination  that  the  two  draw- 
ings were  the  same  and  applied  the  description  quoted 
above  from  his  letter  of  June  4,  1953  to  Figure  2  of 
the  Giwosky  patent.   [R.  164-165.] 

In  short,  it  appears  beyond  any  argument  that  the 
Giwosky  patent  is  directed  to  the  wall  heater  that  Cole- 
man represented  to  Holly  that  it  was  going  to  put  on  the 
market  in  1953,  but  which  it  never  did  put  on  the  market. 
Instead,  as  the  trial  court  and  this  Court  found: 

".  .  .  Coleman  .  .  .  represented  to  Holly  that 
it  was  redesigning  the  Coleman  wall  heaters  ...  to 
prevent  the  flow  of  air  upward  into  the  second  box 
or  economizer  from  the  conduit  provided  outside  the 
first  box  and  inside  the  wall,  but  that  Coleman's  re- 
designed wall  heaters  .  .  .  which  were  manufactured 
and  sold  by  Coleman  on  or  after  November  2,  1953, 
and  which  employed  its  3-foot  economizer,  did  not 
prevent  such  flow  of  air;  that  Coleman's  wall  heaters 
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.  .  .  sold  by  it  on  or  after  November  2,  1953, 
employed  its  so-called  3-foot  economizer  which  was 
adapted  to  receive  air  flowing  upward  outside  the 
first  box  and  inside  the  wall  as  taught  and  claimed  by 
the  patent  in  suit  [the  Hollingsworth  patent]."  (233 
F.  2d  71,  82.) 

The  record  of  the  prior  litigation  shows  plainly  that 
Coleman  never  did  adopt  the  design  of  the  Giwosky  patent 
in  which  all  the  air  is  introduced  into  the  economizer 
from  a  grille  in  its  lower  front  portion  and  none  is  brought 
up  from  the  space  inside  the  wall  around  the  lower  box, 
or  as  it  is  expressed  in  the  Giwosky  patent,  in  which  the 
air  entering  through  the  front  of  the  economizer  "is  en- 
tirely separate  from  the  air  heated  by  the  wall  heater 
[the  lower  box]."  [R.  316.]  It  did  add  so-called  "chutes" 
to  its  heaters  after  this  Court  of  Appeals  rendered  its 
decision,  but  this  did  not  cut  ofif  the  flow  of  air  from  the 
space  inside  the  wall  around  the  lower  box,  as  the  trial 
court  found  in  the  contempt  proceeding.  [Ace.  R.  41.] 
Even  after  the  contempt  proceeding  Coleman  did  not  adopt 
the  design  of  the  Giwosky  patent.  Instead,  it  went  to  an 
entirely  different  type  of  heater  which  does  not  employ  any 
economizer.    [Ace.  R.  1623.] 

Even  the  alleged  inventor,  Giwosky,  stated  that  the 
design  of  Claim  2  of  his  patent  was  useless.  He  stated 
that  he  constructed  such  a  two-stage  heater  and  found  it 
was  unsatisfactory  and  it  failed  to  pass  American  Gas 
Association  tests.  [R.  41,  43,  63.]  In  view  of  the  facts 
the  status  of  the  paper  patent  in  suit  establishes  ''the 
absence  of  utility  [and  of  the]  exercise  of  inventive 
genius." 


Conclusion. 

This  case  involves  no  genuine  issue  of  any  material  fact, 
and  the  District  Court  did  not  err  when,  in  a  summary 
judgment  proceeding,  it  held  the  sole  claim  in  issue  invalid 
for  lack  of  invention  over  the  prior  art. 

The  meaning  of  Claim  2  of  the  Giwosky  patent  is 
abundantly  clear  in  the  light  of  the  admission  of  Mr. 
Dawson,  the  attorney  for  Coleman  who  wrote  the  patent 
application  and  the  claim.  The  "important  feature"  of  the 
claim  is  nothing  more  than  drawing  the  air  for  the  econ- 
omizer directly  into  its  base  through  a  vent  or  grille  (as 
taught  by  Browell),  instead  of  drawing  it  upwardly  from 
the  space  in  the  wall  around  the  lower  box  (as  taught  by 
Hollings  worth). 

The  meaning  of  the  two  Browell  and  Hollingsworth 
patents  (the  only  prior  art  relied  upon  by  the  District 
Court)  is  beyond  dispute.  Both  patents  were  carefully 
considered  and  interpreted  by  the  District  Court  and  the 
Court  of  Appeals  in  the  prior  litigation.  The  device 
disclosed  and  claimed  by  Giwosky  differs  from  the  prior 
Hollingsworth  device  in  only  one  particular,  and  this  par- 
ticular, the  drawing  of  the  air  for  the  economizer  directly 
into  its  base  from  the  room,  instead  of  upwardly  from  the 
space  in  the  wall  around  the  lower  box  is  disclosed  by 
Browell.  This  fact  was  not  only  admitted  by  Coleman  but 
repeatedly  emphasized  by  it  during  the  prior  litigation. 

Giwosky's  combination  of  segments  of  the  prior  art 
taken  from  Hollingsworth  and  Browell  was  not  produc- 
tive of  any  surprising  results  and  these  segments,  as  com- 
bined by  Giwosky,  do  not  perform  any  additional  and 
different  functions  in  combination  than  they  perform  out 
of  it.  On  the  contrary,  the  Giwosky  combination  is  an 
impractical  and  unsuccessful  device  that  Coleman  never 
made  and  sold,  despite  its  solemn  promise  to  do  so. 
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There  is  no  issue  as  to  the  prior  art  as  exempHfied  by 
HolHngsworth  and  Giwosky  and  no  issue  as  to  what 
Giwosky  did  to  "improve"  upon  this  prior  art.  The  ques- 
tion before  the  District  Court  was  purely  a  question  of 
law.  The  District  Court  correctly  decided  that  the  diff- 
erence between  what  HolHngsworth  and  Browell  disclosed 
and  what  Giwosky  patented  is  so  minuscule  that  it  does 
not  amount  to  invention. 

"Judicature  is  a  practical  business  and  the  summary 
judgment  procedure  has  been  introduced  into  our 
practice  as  a  practical  device  for  the  expeditious 
disposition  of  litigation  where  there  appears  to  be 
no  need  for  the  usual  type  of  trial.  We  think  the 
district  judge  reasonably  and  correctly  concluded  that 
the  posture  of  this  case  at  the  time  of  adjudication 
showed  that  there  would  be  no  point  in  taking  testi- 
mony upon  the  question  of  invention.  Indeed,  neither 
in  the  district  court  nor  here  has  appellant  made  ap- 
parent what,  if  anything,  in  addition  to  the  present 
record  might  have  been  useful  on  the  issue  of  inven- 
tion." (Park-Inc.  Theaters  v.  Perkins,  190  F.  2d  137, 
142  (9th  Cir.,  1951).) 

The  summary  judgment  of  the  invalidity  of  Giwosky's 
Claim  2  should  be  sustained. 

Respectfully  submitted, 

Christie,  Parker  &  Hale, 
By  James  B.  Christie, 
C.  Russell  Hale, 

Attorneys  for  Appellee. 

Of  Counsel: 

Richard  B.  Hoegh. 
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The  Siegler  Corporation,  a  corporation, 
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Although  many  of  the  charges,  contentions,  and  insinua- 
tions contained  in  Siegler's  brief  relate  to  matters  which 
are  not  relevant  to  the  issues  presented  by  this  appeal, 
Coleman  has  no  objection  to  a  full  discussion  of  any 
aspect  of  the  present  case.  Coleman  will  therefore  make  as 
complete  a  reply  as  possible  without  unduly  extending  the 
length  of  this  brief. 

a.     Siegler's   Reliance   on  the   Prior   Decision  in   the 
Holly  Case  Is  Misplaced. 

Siegler's  initial  contention  appears  to  be  that  Judge 
Mathes'  decision  in  Coleman  Co.  v.  Holly  Mfg.  Co. 
(which  was  affirmed  by  this  Court  on  appeal,  233  F.  2d  71) 
supports  the  summary  disposition  of  the  present  case, 
even  though  such  disposition  might  otherwise  have  been 
improper.    The  legal  basis  for  this  contention  is  not  stated 
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by  Siegler,  and  it  is  clear  that  there  is  none.  The  Giwosky 
patent  had  not  issued  at  the  time  Judge  Mathes  rendered 
his  decision  in  the  Holly  case.  Consequently,  that  case 
could  not  have  involved,  either  directly  or  indirectly,  the 
issues  of  whether  the  Giwosky  patent  is  valid,  or  whether 
it  is  infringed  by  the  modified  heater  which  Holly  first 
introduced  in  1954. 

It  is  well  settled  that  the  doctrine  of  res  judicata  or 
estoppel  by  judgment  can  have  no  application  to  issues 
which  were  not  involved  in  the  prior  suit :  Davis  v.  Broimi, 
94  U.  S.  423;  Lorher  v.  Vista  Irr.  Dist.,  127  F.  2d  628, 
634  (9th  Cir.,  1942). 

The  fact  that  Coleman  had  applied  for  and  later  ob- 
tained the  Giwosky  patent  was  not  relevant  to  any  issue 
in  the  Holly  case  prior  to  the  accounting  trial  therein.  The 
operation  of  a  company  under  its  own  patent  is  no  defense 
to  a  charge  of  infringement  although  it  is  evidence  of  the 
company's  good  faith:  Corning  v.  Burden,  56  U.  S.  (15 
How.)  252,  272;  Creagmile  v.  John  Bean  Mfg.  Co.,  32 
Fed.  Supp.  646,  648-649  (S.  D.  Cal.,  1940). 

Siegler  is  seeking  to  perpetuate  and  extend  the  adjudica- 
tion in  the  Holly  case  although  it  is  now  known  to  have 
been  based  on  erroneous  evidence.  At  the  time  Judge 
Mathes  held  with  respect  to  the  Hollingsworth  patent  that 
the  differences  between  the  Coleman  heater  and  the  Holly 
heater  were  "immaterial"  on  the  issue  of  infringement, 
the  court  accepted  the  now  discredited  Landsberg  tests  as 
establishing  that  the  lower  wall  spaces  provided  a  major 
source  of  air  for  the  Coleman  economizers.  Where  the 
premise  upon  which  a  prior  adjudication  was  based  is 
later  found  to  be  untrue,  the  prior  adjudication  must  be 
completely  disregarded  in  the  determination  of  all  issues 
in  a  subsequent  suit  between  the  same  parties:      West 
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Coast  Life  Ins.  Co.  v.  Merced  Irr.  Dist.,  114  F.  2d  654, 
661-662  (9th  Cir.,  1940)  ;  National  Popsicle  Corp.  v.  Icy- 
clair,  119  F.  2d  799,  800  (9th  Cir.,  1941). 

b.     Coleman's  Conduct  With  Respect  to  the  Giwosky 
Patent  Shows  the  Utmost  Good  Faith. 

With  complete  disregard  for  the  facts,  Siegler  accuses 
Coleman  of  acting-  in  bad  faith  with  respect  to  the 
Giwosky  patent.  The  conduct  which  Siegler  characterizes 
as  "stubbornly  litigious"  consists  of  (1)  being  sued  by 
Siegler,  and  (2)  appealing  from  a  summary  invalidation 
of  its  Giwosky  patent.  Obviously,  the  aggrieved  party 
here  is  Coleman,  not  Siegler. 

If  Coleman  had  been  permitted  to  have  a  trial  on  the 
issues  of  validity  and  infringement,  it  would  have  been 
proven  that  the  design  of  the  Hollingsworth  patent  was 
defective,  that  Giwosky  discovered  the  defect,  and  that  the 
Giwosky  patent  represents  a  better  solution  to  the  problem 
of  how  to  avoid  hot  walls  while  obtaining  a  high  efficiency 
in  a  gas  wall  heater.  As  Giwos,ky  stated  in  his  affidavit 
that  was  filed  by  Coleman  in  opposition  to  the  motion  for 
summary  judgment  [R.  87-88] : 

''During  the  design  and  experimental  work  leading 
to  the  wall  heater  described  in  my  patent  2,767,702,  I 
first  encountered  a  problem  of  overheating  in  the  area 
immediately  above  the  closure  plate  of  the  primary 
heater  box.  To  overcome  this  problem  I  provided  an 
opening  in  the  heater  just  above  this  closure  plate 
through  which  cool  room  air  could  circulate." 

The  fact  that  the  Hollingsworth  design  was  defective 
and  that  Giwosky  had  to  create  a  new  design  is  evidenced 
by  a  letter  written  in  January  of  1953  by  Dean  Olds,  who 
was  the  immediate  superior  of  Giwosky  at  Coleman  during 


the  period  when  Giwosky  developed  his  design.  At  the 
accounting  trial  in  the  Holly  case,  Olds  testified  as  a  wit- 
ness for  Holly,  being  no  longer  connected  with  Coleman 
and  having  served  as  a  consultant  for  Holly's  successor, 
the  plaintiff  herein.  On  cross-examination.  Olds  admitted 
the  truth  of  the  statements  in  his  letter  of  January  1953, 
which  included  the  following: 

"At  the  time  of  the  introduction  of  the  Holly  unit 
which  has  the  upper  radiator  or  heat  exchanger,  AGA 
had  not  tested  a  device  of  that  type.  Apparently  after 
some  consultation  it  was  decided  that  the  unit  would 
have  to  be  of  both  the  economizer  and  the  lower  unit 
as  a  package.  Those  tests  apparently  were  not  care- 
fully conducted,  but  when  we  retested  the  unit  under 
supposedly  the  same  conditions,  we  found  excessive 
wall  temperatures  to  exist,  especially  just  above  the 
outlet  of  the  second  stage  warm  air  discharge  noted 
at  44,  fig.  1.  Later  this  was  substantiated  by  retest 
at  AGA. 

"I  think,  then,  that  this  may  be  the  explanation  of 
why  we  found  it  necessary  to  stop  the  circulation  of 
air  from  the  bottom  unit  to  the  top  unit,  whereas 
Hollingsworth  felt  that  this  air  was  of  advantage  to 
him."     [Holly  R.  1269.]' 


Having  invented  what  he  considered  to  be  a  new  and 
advantageous  wall  heater  design,  Giwosky  applied  for  his 
patent  within  one  year  after  Coleman  began  selling  the 
Giwosky  heater,  as  permitted  by  the  law  (35  U.  S.  C,  Sec. 
102-b,  Append.  B.).  In  the  affidavit  filed  in  behalf  of 
Coleman  in  this  case,  Giwosky  confirmed  that  there  had 


^The  citation  is  to  tlie  five-volume  record  in  Coleman  v.  Holly, 
Appeal  No.  16141,  which  record  has  been  incorporated  herein  by 
stipulation. 
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been  no  public  use  or  public  disclosure  of  his  invention 
more  than  one  year  before  the  filing  date  of  his  patent 
[R.  88].  Sieg-ler's  criticism  of  the  short  delay  in  applying 
for  the  Giwosky  patent  is  therefore  immaterial  as  a  matter 
of  law.^ 

c.     The  Basis  for  the  Asserted  Infringement. 

At  the  time  the  Giwosky  application  was  filed  (October 
1,  1953),  Holly  was  manufacturing  wall  heaters  exactly 
as  shown  in  its  Holhngsworth  patent  [R.  80,  87].  How- 
ever, when  Holly  was  required  to  submit  its  heater  for 
retest  by  AG  A  in  1954  pursuant  to  new  retroactive  re- 
quirements [Holly  R.  1164-1165],  the  Holhngsworth 
design  was  modified  [R.  80].  In  making  the  1954  modi- 
fication (which  provides  the  basis  for  Coleman's  charge 
of  infringement  herein),  Holhngsworth  had  full  knowledge 
of  the  Giwosky  design,  the  Coleman  heaters  incorporating 
this  design  having  been  on  the  market  all  during  1953 
[R.  80]. 

In  the  present  case  Coleman  is  not  complaining  about  a 
mere  unintentional  air  "leakage".  The  new  opening  which 
Holly  provided  in  its  modified  heaters  of  1954  is  located  in 
exactly  the  same  position  as  the  direct  room  air  inlet  of 
the  Giwosky  design,  and  the  passage  extending  between 


^It  is  also  immaterial  that  Claim  2  of  the  Giwosky  patent  was  not 
presented  in  its  final  wording  until  shortly  before  the  allowance  of 
the  patent.  This  claim  was  not  directed  to  new  subject  matter. 
Claim  3  of  the  original  application  covered  the  same  air  inlet 
arrangement  (Giwosky  file  wrapper,  p.  7).  In  the  negotiations 
between  an  applicant  and  the  Patent  Office,  the  applicant  is  per- 
mitted to  amend  his  claims  or  to  present  rewritten  claims  for  the 
purpose  of  more  accurately  defining  the  inventive  subject  matter: 
Glade  v.  Walgreen  Co..  122  F.  2d  306,  311  (7th  Cir.,  1941); 
Coats  Loaders  &  Stackers,  Inc.  v.  Henderson,  233  F.  2d  915,  924 
(6th  Cir.,  1956)  ;  Carson  v.  American  Smelting  &  Refining  Co.,  4 
F.  2d  463,  470-471  (9th  Cir.,  1925). 


this  opening  and  Holly's  economizer  inlet  is  of  such  a  size 
that  both  hands  can  be  inserted  therein.  [See  opening 
marked  "O"  in  Exhibit  A  attached  to  the  Newton  affidavit, 
R.  85,  80.] 

As  stated  in  the  Newton  affidavit  filed  by  Coleman  herein 
[R.  80] : 

''In  1954  the  Holly  Manufacturing  Company  intro- 
duced a  new  line  of  gas  wall  heaters,  which  in  my 
opinion  included  a  feature  that  to  my  knowledge  had 
previously  been  ofifered  commercially  only  on  the  line 
of  wall  heaters  which  the  Coleman  Company  began 
selling  late  in  1952.  Holly  had  a  line  of  wall  heaters 
on  the  market  during  the  years  1952  and  1953,  but 
the  wall  heaters  that  it  was  selling  in  those  years  did 
not  provide  a  room  air  inlet  on  the  front  of  the 
heater  immediately  above  the  closure  plate  for  the 
lower  box.  The  line  of  heaters  which  Holly  intro- 
duced in  1954,  however,  did  provide  such  an  opening." 

To  facilitate  a  comparison  between  the  original  Hol- 
lingsworth  design  and  the  Giwosky  design,  the  principal 
figure  from  the  drawings  of  each  patent  is  reproduced 
in  Appendix  A  hereto,  and  explanatory  legends  concerning 
the  air  flows  have  been  added  to  the  figures.  As  pointed 
out  on  these  exhibits,  the  Hollingsworth  design  as  shown 
in  his  patent  is  completely  devoid  of  any  kind  of  air  inlet 
for  supplying  room  air  directly  to  the  economizer.  It 
necessarily  follows  that  the  specific  air  inlet  arrangement 
of  Claim  2  cannot  be  derived  from  anything  found  in  the 
Hollingsworth  patent. 

The  situation  is  quite  different  with  respect  to  Holly's 
modified  design  of  1954  [R.  85,  80],  as  well  as  with  re- 
spect to  the  wall  heaters  presently  manufactured  and  sold 
by  Siegler,  which  were  introduced  in  1957   [R.  86,  81]. 
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These  wall  heaters  do  have  an  air  inlet  arranged  in  the 
manner  described  in  the  Giwosky  patent.  It  is  evident, 
therefore,  that  the  present  suit  involves  a  substantial  issue 
of  infringement.^ 

d.     The  Contention  That   Coleman   Never   Used  the 
Giwosky  Design  Is  Easily  Refuted. 

It  has  never  heretofore  been  seriously  disputed  that  the 
Coleman  economizers  at  least  partially  utilized  the  air 
inlet  means  of  the  Giwosky  patent.  In  fact,  even  the 
erroneous  Landsberg  data  indicated  that  most  of  the  air  in 
Coleman's  economizers  was  admitted  directly  from  the 
room  [Holly  Orig.  R.  226-227].^  Actually,  as  the  evidence 
in  the  Holly  case  now  conclusively  demonstrates,  the  only 
wall  space  or  so-called  "pink"  air  reaching  the  economizers 
in  the  Coleman  heaters  was  mere  incidental  leakage  which 
had  no  useful  or  beneficial  efifect  [Holly  R.  1592-1594, 
1749-1751,  1504-1515,  1579-1581]. 

Nevertheless,  Siegler  contends  in  its  brief  that  the 
design  used  by  Coleman  was  not  in  fact  the  Giwosky 
design  because  such  leakage  did  occur.  Siegler  (Br.  3, 
51-52)  refers  to  letters  written  by  Mr.  Dawson  which  are 
said  to  represent  that  the  Giwosky  design  did  not  involve 
supplying  the  economizers  with  the  so-called  "pink"  air. 
However,  in  these  letters  Mr.  Dawson  was  not  excluding 
the  possibility  of  an  incidental  leakage  of  pink  air,  as  indi- 


^If  the  Giwosky  patent  has  merely  a  "nuisance  value",  it  is 
strange  indeed  that  Siegler  filed  this  suit  for  declaratory  judgment 
only  two  days  after  it  replied  to  Coleman's  notice  of  infringement 
[R.  6,  131].  In  this  connection  it  may  also  be  noted  that  prior  to 
the  bringing  of  its  motion  for  summary  judgment,  Siegler  took 
extensive  depositions  in  the  case  at  bar.  Such  actions  are  obviously 
inconsistent  with  Siegler's  claim  that  it  regards  the  Giwosky  patent 
as  of  no  significance. 

^The  reference  is  to  the  original  three-volume  record  in  Coleman 
V.  Holly,  also  incorporated  herein  by  stipulation. 
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cated  in  the  last  paragraph  of  one  of  the  letters  [R.  155- 
156].  This  interpretation  is  also  in  accordance  with  Mr. 
Dawson's  testimony  at  the  accounting  trial  in  the  Holly 
case  [Holly  R.  789] : 

"Q.  (By  Mr.  Stanbury)  :  Now,  when  you  wrote 
this  letter  [PI.  Ex.  12,  R.  154-156]  you  evidentally 
had  in  mind  the  possibility  of  some  leakage  from 
around  the  lower  box  into  the  economizer,  is  that 
correct  ?    A.    That  is  correct." 

The  heater  shown  in  the  drawings  of  the  Giwosky  patent 
does  in  fact  correspond  exactly  with  Coleman's  commer- 
cial heater  [R.  314,  Holly  Accounting  Ex.  AA].^  Even 
the  space  through  which  the  pink  air  leaked  into  the 
economizer  can  be  seen  in  Figure  2  of  the  Giwosky  patent 
[R.  314;  also  see  reproduction  of  Fig.  2  in  Append.  A 
and  explanatory  legends  thereon.] 

e.     Siegler's    Generalized    Treatment    of   the    Subject 
Matter  of  Claim  2  Is  Prohibited  by  Law. 

In  its  brief  (7-8)  Siegler  quotes  Claim  2  of  the 
Giwosky  patent,  but  thereafter  makes  no  attempt  to  apply 
the  specific  limitations  of  this  claim  to  the  prior  art. 
Instead,  Siegler  seeks  to  generalize  the  subject  matter  of 
Claim  2  for  the  purpose  of  providing  itself  with  a  target 
which  may  be  attacked  on  a  somewhat  more  plausible 
basis.  This  is  prohibited  by  the  well  established  rule  that  it 
is  the  precise  language  of  the  claim  which  defines  the  dis- 


^The  fact  that  Coleman  did  not  mark  the  Giwosky  patent  number 
on  its  wall  heaters  has  no  bearing  on  the  matter.  Such  marking 
was  impossible  prior  to  the  issuance  of  the  patent  on  October  23, 
1956.  Thereafter,  as  an  alternate  to  marking,  a  notice  of  infringe- 
ment was  sent  to  Siegler,  the  only  known  infringer,  within  a  few 
weeks  after  the  issuance  of  the  patent  [R.  131].  This  is  in  accord- 
ance with  the  statutory  provision  which  eliminates  the  marking  re- 
quirement in  establishing  a  right  to  damages  where  actual  notice  is 
given  (35  U.  S.  C,  Sec.  287,  Append.  B). 
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tinctive  features  of  the  invention  in  relation  to  the  prior 
art:  Graver  Tank  &  Mfg.  Co.  v.  Linde  Air  Products  Co., 
336  U.  S.  271,  277;  Mojonnier  Dawson  Co.  v.  U.  S.  Dairy 
Sales  Corp.,  251  F.  2d  345,  351  (7th  Cir,  1958). 

The  difference  between  the  Hollingsworth  design  and 
the  Giwosky  design  as  defined  in  Claim  2  does  not  lie 
merely  in  the  provision  of  an  inlet  for  supplying  the 
economizer  with  room  air,  although  this  difference  was 
the  one  which  was  especially  relevant  in  relation  to  the 
infringement  issue  in  the  Holly  case.  As  discussed  at  con- 
siderable length  in  Coleman's  opening  brief  (6,  8-9,  20- 
26),  Claim  2  is  directed  to  specific  features  of  the  Giwosky 
I  design  combination  which  are  not  found  in  the  prior  art. 
In  the  arrangement  specified  in  Claim  2,  the  room  air, 
before  being  introduced  into  the  bottom  of  the  economizer, 
passes  over  the  upper  surface  of  a  "barrier  plate"  in  "heat 
exchange  relation  therewith."^  As  further  brought  out  in 
the  claim,  this  "barrier  plate"  forms  the  top  of  the  lower 
or  primary  heater,  and  the  "heated  air  outlet"  for  the 
lower  heater  is  "adjacent  the  underside"  of  the  barrier 
plate.  This  construction,  which  is  not  found  in  the  Hol- 
lingsworth patent  or  any  of  the  other  prior  art  patents,"^ 
permits  the  extremely  hot  air  from  within  the  primary 
heater  to  be  discharged  to  the  room  at  a  point  immediately 
beneath  the  lower  end  of  the  room  wall  without  raising 
the  temperature  of  the  room  wall  to  an  objectionably  high 
level  (see  Giwosky  File  Wrapper,  p.  54). 


^Siegler's  denial  (Br.  22-26)  that  this  phrase  requires  elucidation 
by  expert  testimony  is  not  convincing  because  it  was  Siegler  that 
raised  the  question  below  as  to  the  meaning  of  the  phrase  (Op.  Br. 
26-28). 

■^At  the  very  least  this  is  clearly  a  triable  issue  which  should  not 
have  been  resolved  against  Coleman's  patent  on  a  motion  for 
summary  judgment. 


—lo- 
in its  examination  of  the  Giwosky  application,  the  Patent 
Office  was  well  aware  that  it  was  not  broadly  new  to  sup- 
ply room  air  to  an  economizer.  The  Bacon  and  Derrough 
patents  [R.  343-346,  341-342],  which  were  officially  cited 
against  the  Giwosky  application,  establish  this  fact.  These 
patents  also  demonstrate  that  Claim  2  could  not  cover 
merely  what  Siegler  chooses  to  say  it  covers,  else  it  would 
not  have  been  allowed  in  the  first  place  (Op.  Br.  18-19). 

As  demonstrated  in  Coleman's  opening  brief  (9,  19,  22- 
24),  the  Browell  patent  is  at  most  only  cumulative  of  the 
Bacon  and  Derrough  patents,  and  cannot  therefore  be  re- 
garded as  having  any  special  status  on  a  motion  for  sum- 
mary judgment.  Siegler,  however,  instead  of  meeting  the 
issue  squarely  has  attempted  to  rely  on  certain  statements 
which  were  made  by  representatives  of  Coleman  at  the 
original  trial  in  the  Holly  case. 

The  quoted  statements  are  to  the  effect  that  the  principle 
of  supplying  room  air  directly  to  an  economizer  is  shown 
in  the  Browell  patent.  This  is  true.  However,  the  specific 
arrangement  defined  in  Claim  2  was  not  under  considera- 
tion when  the  statements  were  made.  As  to  the  relative 
pertinence  or  non-pertinence  of  the  Browell  patent,  it  can 
be  pointed  out  that  throughout  the  appeal  in  the  prior  suit. 
Holly  emphatically  denied  that  Browell  had  any  par- 
ticular relevance  to  the  Coleman  heaters.  For  example, 
on  page  ZZ  of  its  brief  to  this  court  in  the  prior  case. 
Holly  stated: 

''A  study  of  the  Browell  patent,  moreover,  shows 
that  what  it  discloses  is  basically  [sic]  different  from 
what  defendant  makes  himself.  All  that  Browell 
discloses  is  a  jacketed  pii:)e  connected  to  a  fireplace. 
*  *  *  In  short,  the  Browell  fireplace  and  jacketed 
flue  bear  no  more  than  a  superficial  resemblance  to 
defendant's  wall  heaters." 
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.     The  Trial  Court's  Findings  of  Fact  in  This  Cafe 
Obviously  Cover  Disputed  Issues. 

The  lower  court  entered  twenty-three  Findings  of 
^act  |R.  130-135 J.  Kleven  of  these,  Findings  12  thrr/ugh 
12,  unmistakably  invrjlve  disputed  issues  of  fact.  These 
act  questions  all  relate  to  the  primary  issue  of  whether  the 
jiwosky  patent  is  valid  over  the  prior  art,  or  more  sj)ecifi- 
:ally,  whether  the  subject  matter  of  Claim  2  is  anticipated 
)y  the  Browell  patent  and  the  1  fol  ling's  worth  patent.  Since 
"oleman's  Statement  of  Genuine  Issues  rlesignated  the 
'oregoing  issues  as  involving-  genuine,  material,  and  triable 
juestions  of  fact  (K.  92,  Issues  14,  16,  17],  it  was  clear 
:rror  fr>r  the  trial  court  to  decide  them  on  motirjn  for 
iummary  judgment:  Hridrjeport  Brass  Co.  v.  The  Bast- 
mck  fjihomtories,  IHl  F.  2d  315,  316  (2d  Or.,  1950); 
^Jlenn  v.  Southern  Califrrrnia  Edison  Co.,  187  F.  2d  318, 
521  (9th  Cir.,  1951). 

In  dismissing  the  presumption  of  validity  attaching  tr> 
:he  Giwosky  patent  as  Ixiing  of  no  significa.nr:e,  the  trial 
:ourt  assumed  (although  the  questirm  was  plainly  disputed 
\r\(\  triable)  that  the  Browell  patent  was  more  j>ertjnent 
:o  the  subject  matter  of  Claim  2  than  the  j>atents  cited 
'yy  the  Patent  Office  (Op.  Br.  13-18).  The  lower  court 
looV  this  action  notwithstanding  the  fact  that  ^>>leman^s 
Statement  of  Genuine  Issues  squarely  called  into  question 
the  factual  basis  of  this  assumi>tir>n  [R.  92-93,  Issues  18 
and  19).  Here  again  the  trial  court  cr>mmitted  umnis- 
Lakable  errr^r  in  deciding  disputed  issues  of  fact  rjti  a 
motion  for  summary  judgmc-nt. 

Siegler's  attempt  (Br.  13-20)  to  dismiss  the  findings 
herein  as  "a  handy  summary"  merely  serves  to  call  atten- 
tion \.()  the  gross  dc^)arture  of  the  lowtT  cjaixX.  frrrni  the 
[established  rule  governing  the  granting  of  summary  judg-- 
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In  its  examination  of  the  Giwosky  application,  the  Patent 
Office  was  well  aware  that  it  was  not  broadly  new  to  sup- 
ply room  air  to  an  economizer.  The  Bacon  and  Derrough 
patents  [R.  343-346,  341-342],  which  were  officially  cited 
against  the  Giwosky  application,  establish  this  fact.  These 
patents  also  demonstrate  that  Claim  2  could  not  cover 
merely  what  Siegler  chooses  to  say  it  covers,  else  it  would 
not  have  been  allowed  in  the  first  place  (Op.  Br.  18-19). 

As  demonstrated  in  Coleman's  opening  brief  (9,  19,  22- 
24),  the  Browell  patent  is  at  most  only  cumulative  of  the 
Bacon  and  Derrough  patents,  and  cannot  therefore  be  re- 
garded as  having  any  special  status  on  a  motion  for  sum- 
mary judgment.  Siegler,  however,  instead  of  meeting  the 
issue  squarely  has  attempted  to  rely  on  certain  statements 
w^hich  were  made  by  representatives  of  Coleman  at  the 
original  trial  in  the  Holly  case. 

The  quoted  statements  are  to  the  effect  that  the  principle 
of  supplying  room  air  directly  to  an  economizer  is  shown 
in  the  Browell  patent.  This  is  true.  However,  the  specific 
arrangement  defined  in  Claim  2  was  not  under  considera- 
tion when  the  statements  were  made.  As  to  the  relative 
pertinence  or  non-pertinence  of  the  Browell  patent,  it  can 
be  pointed  out  that  throughout  the  appeal  in  the  prior  suit, 
Holly  emphatically  denied  that  Browell  had  any  par- 
ticular relevance  to  the  Coleman  heaters.  For  example, 
on  page  33  of  its  brief  to  this  court  in  the  prior  case, 
Holly  stated: 

"A  study  of  the  Browell  patent,  moreover,  shows 
that  what  it  discloses  is  basically  [sic]  different  from 
what  defendant  makes  himself.  All  that  Browell 
discloses  is  a  jacketed  pij^e  connected  to  a  fireplace. 
*  *  *  In  short,  the  Browell  fireplace  and  jacketed 
flue  bear  no  more  than  a  superficial  resemblance  to 
defendant's  wall  heaters." 
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f.     The  Trial  Court's  Findings  of  Fact  in  This  Case 
Obviously  Cover  Disputed  Issues. 

The  lower  court  entered  twenty-three  Findings  of 
Fact  [R.  130-135].  Eleven  of  these,  Findings  12  through 
22,  unmistakably  involve  disputed  issues  of  fact.  These 
fact  questions  all  relate  to  the  primary  issue  of  whether  the 
Giwosky  patent  is  valid  over  the  prior  art,  or  more  specifi- 
cally, whether  the  subject  matter  of  Claim  2  is  anticipated 
by  the  Browell  patent  and  the  Hollingsworth  patent.  Since 
Coleman's  Statement  of  Genuine  Issues  designated  the 
foregoing  issues  as  involving  genuine,  material,  and  triable 
questions  of  fact  [R.  92,  Issues  14,  16,  17],  it  was  clear 
error  for  the  trial  court  to  decide  them  on  motion  for 
summary  judgment:  Bridgeport  Brass  Co.  v.  The  Bost- 
wick  Laboratories,  181  F.  2d  315,  316  (2d  Cir.,  1950); 
Glenn  v.  Southern  California  Edison  Co.,  187  F.  2d  318, 
321  (9th  Cir.,  1951). 

In  dismissing  the  presumption  of  validity  attaching  to 
the  Giwosky  patent  as  being  of  no  significance,  the  trial 
court  assumed  (although  the  question  was  plainly  disputed 
and  triable)  that  the  Browell  patent  was  more  pertinent 
to  the  subject  matter  of  Claim  2  than  the  patents  cited 
by  the  Patent  Office  (Op.  Br.  13-18).  The  lower  court 
took  this  action  notwithstanding  the  fact  that  Coleman's 
Statement  of  Genuine  Issues  squarely  called  into  question 
the  factual  basis  of  this  assumption  [R.  92-93,  Issues  18 
and  19].  Here  again  the  trial  court  committed  unmis- 
takable error  in  deciding  disputed  issues  of  fact  on  a 
motion  for  summary  judgment. 

Siegler's  attempt  (Br.  13-20)  to  dismiss  the  findings 
herein  as  "a  handy  summary"  merely  serves  to  call  atten- 
tion to  the  gross  departure  of  the  lower  court  from  the 
established  rule  governing  the  granting  of  summary  judg- 
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ments.  Of  course,  the  findings  herein  summarize  facts, 
but  the  controlHng  consideration  is  that  they  summarize 
disputed  facts  and  form  part,  at  least,  of  the  court's  basis 
for  entering  summary  judgment. 

Siegler  (Br.  13)  cites  the  recent  decision  of  this  Court 
in  Trowler  v.  Phillips,  260  F.  2d  924.  However,  that  case 
is  clearly  unfavorable  to  Siegler's  position  on  this  appeal. 
As  pointed  out  in  the  Trozvler  case,  "all  too  often  a  set  of 
unnecessary  findings  of  fact  is  the  telltale  flag  that  points 
the  way  to  a  discovery  that  summary  judgment  should  not 
have  been  granted."  The  error  in  the  present  case  is 
even  more  evident  than  it  was  in  the  Trowler  case.  The 
findings  entered  herein  were  prepared  by  Siegler's  counsel, 
and  if  all  of  them  were  not  considered  necessary  to  sup- 
port the  judgment,  why  then  were  they  presented  and 
entered  ? 

g.     Siegler  Confounds  the  Distinction  Between  Issues 
of  Law  and  Issues  of  Fact. 

It  is  true,  as  indicated  in  Siegler's  brief  (21-22),  that 
the  question  of  validity  of  a  patent  is  ultimately  a  question 
of  law.  However,  it  is  equally  evident  that  before  the 
proper  legal  standard  can  be  applied,  the  facts  must  first 
be  found.  The  issue  of  patent  validity  necessarily  involves 
the  determination  of  fact  questions,  which  once  resolved 
may  well  be  completely  binding  on  a  reviewing  court.  (See 
Graver  Tank  &  Mfg.  Co.  v.  Linde  Air  Products  Co.,  336 
U.  S.  271,  275.) 

Siegler  does  admit  (Br.  22)  that  "the  nature  of  the 
prior  art  and  what  the  patentee  did  to  improve  upon  it 
.  .  .  are  questions  of  fact."  Siegler  goes  on  to  say, 
however,  that  these  matters  "are  not  genuine  issues  for 
dispute",  apparently  because  the  trial  court  as  well  as  this 


—13— 

Court  are  assumed  to  already  know  the  answers,  having 
had  an  opportunity  to  become  famihar  with  some  of  the 
subject  matter  in  connection  with  the  prior  Holly  case. 
Siegler  fails  to  point  out,  however,  where  in  the  prior 
suit  the  specific  fact  issues  here  involved  became  relevant 
and  were  decided.  They  never  were.  Obviously,  Coleman 
has  had  no  opportunity  to  introduce  evidence  on  the  follow- 
ing questions,  which  among  others  first  became  material 
in  connection  with  the  present  suit: 

(1)  Does  the  specific  air  inlet  arrangement  covered  by 
Claim  2  of  the  Giwosky  patent  differ  patentably 
from  the  disclosure  of  the  Browell  patent? 

(2)  Would  the  Browell  patent  suggest  to  a  man  skilled 
in  the  gas  wall  heater  art  that  the  design  of  the 
Hollingsworth  patent  should  be  modified  in  the 
manner  taught  by  Giwosky  and  covered  by  Claim  2 
of  his  patent? 

(3)  Can  any  elements  and  structural  relationships  de- 
fined in  Claim  2  which  fail  to  correspond  with  any- 
thing disclosed  by  Browell  or  Hollingsworth  be 
dismissed  as  immaterial  ? 

(4)  Can  the  air  inlet  arrangement  of  Claim  2  be  con- 
sidered to  have  been  obvious  to  a  man  of  ordinary 
skill  in  the  wall  heater  art,  or  to  be  lacking  in 
patentable  novelty,  when  the  closest  prior  art  patent 
(Hollingsworth)  teaches  that  the  economizer  should 
be  supplied  entirely  with  air  from  the  lower  wall 
spaces  ? 

(5)  Does  the  specific  combination  of  Claim  2  produce 
any  result  not  produced  in  the  prior  art,  or  any  un- 
expected result? 

(6)  Exactly  where  in  the  prior  art,  if  at  all,  can  there 
be  found  the  elements  and  structural  relationships 
defined  in  Claim  2  ? 
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(7)  Do  the  elements  of  the  Giwosky  combination,  inso- 
far as  present  in  the  prior  art,  perform  any  addi- 
tional or  different  functions  in  the  Giwosky  com- 
bination than  they  performed  in  the  prior  art? 

The  lower  court's  findings  [R.  132-135]  clearly  could 
not  have  been  entered  without  a  determination  of  each 
of  the  above  disputed  and  triable  questions  of  fact.  This 
represents  fundamental  error  on  a  motion  for  summary 
judgment. 

Conclusion. 

The  decision  below  that  this  suit  contains  no  issue 
worthy  of  trial  is  clearly  erroneous.  Therefore,  this  Court 
is  respectfully  requested  to  remand  the  case  for  a  full 
hearing  on  the  validity  and  infringement  issues. 

Respectfully  submitted, 

Parker,  Stanbury,  Reese  &  McGee, 

By  Raymond  G.  Stanbury, 
Attorneys  for  Defendant- Appellant, 
The  Coleman  Company. 

Of  Counsel: 
Timothy  L.  Tilton, 

Dawson,  Tilton,  Fallon  &  Lungmus, 
209  South  La  Salle  Street, 
Chicago  4,  Illinois. 

John  F.  Eberhardt, 

Foulston,  Siefkin,  Schoeppel,  Bartlett  &  Powers, 
Fourth  National  Bank  Building, 
Wichita  2,  Kansas. 
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APPENDIX  B. 

35  U.  S.  C,  Sec.  102(b). 

"A  person  shall  be  entitled  to  a  patent  unless — 
"(b)  the  invention  was  patented  or  described  in  a 
printed  publication  in  this  or  a  foreign  country  or  in  public 
use  or  on  sale  in  this  country,  more  than  one  year  prior  to 
the  date  of  the  application  for  the  patent  in  the  United 
States,"  (Emphasis  added.) 

35  U.  S.  C,  Sec.  287. 

"Patentees,  and  persons  making  or  selling  any  patented 
article  for  or  under  them,  may  give  notice  to  the  public  that 
the  same  is  patented,  either  by  fixing  thereon  the  word 
'patent'  or  the  abbreviation  'pat.',  together  with  the  number 
of  the  patent,  or  when,  from  the  character  of  the  article, 
this  can  not  be  done,  by  fixing  to  it,  or  to  the  package 
wherein  one  or  more  of  them  is  contained,  a  label  con- 
taining a  like  notice.  In  the  event  of  failure  so  to  mark, 
no  damages  shall  be  recovered  by  the  patentee  in  any 
action  for  infringement,  except  on  proof  that  the  infringer 
was  notified  of  the  infringement  and  continued  to  infringe 
thereafter,  in  which  event  damages  may  be  recovered  only 
for  infringement  occurring  after  such  notice.  Filing  of  an 
action  for  infringement  shall  constitute  such  notice." 
(Emphasis  added.) 
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No.  16162 
IN  THE 


United  States  Court  of  Appeals 

FOR  THE  NINTH  CIRCUIT 


Cristobal  G.  Padilla, 

Appellant, 
vs. 

United  States  of  America, 

Appellee. 


APPELLEE'S  BRIEF. 


A.     Statement   of  Jurisdiction. 

This  is  an  appeal  from  the  judgment  of  the  United 
States  District  Court  for  the  Southern  District  of  Cali- 
fornia adjudging-  appellant  to  be  guilty  of  two  counts  of 
an  indictment  involving  other  co-defendants.  All  counts 
in  the  indictment  involved  violations  of  Title  21,  United 
States  Code,  Section  174.  The  violations  occurred  in  San 
Diego,  Imperial,  Los  Angeles,  and  Orange  Counties,  State 
of  California,  and  within  the  Central  Division  of  the 
Southern  District  of  California. 

The  jurisdiction  of  the  District  Court  was  based  upon 
Section  3231  of  Title  18,  United  States  Code.  This  Court 
has  jurisdiction  to  entertain  this  appeal  and  to  review  the 
judgment  in  question  under  the  provisions  of  Sections 
1291  and  1294  of  Title  28,  United  States  Code. 
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B.     Statement  of  the  Case. 

The  indictment,  in  five  counts,  was  filed  on  March  13, 
1957,  essentially  charging  the  appellant  and  his  co-defen- 
dants, Antonio  Espinoza  Ramos  and  Isaac  Gomez  Gomez 
with  violations  of  Title  21,  United  States  Code,  Section 
174,  as  follows: 

Count  One:  On  February  4,  1957,  defendant  Ramos 
sold  and  facilitated  the  sale  of  approximately  343  grains 
of  heroin  and  5^  ounces  of  smoking  opium. 

Count  Two:  On  February  7,  1957,  defendant  Ramos 
sold  and  facilitated  the  sale  of  approximately  26  ounces 
of  smoking  opium. 

Count  Three:  On  February  20,  1957,  defendant 
Ramos  received,  concealed,  and  transported  and  facilitated 
concealment  and  transportation  of  9^  ounces  of  heroin. 

Count  Four:  On  February  20,  1957,  defendants 
Gomez  and  Padilla  received,  concealed  and  transported  and 
facilitated  concealment  and  transportation  of  25  ounces 
of  heroin. 

Count  Five:  Beginning  February  4,  1957,  and  con- 
tinuing to  the  date  of  the  indictment,  March  13,  1957, 
defendants  Ramos,  Gomez  and  Padilla  conspired  to  import 
narcotic  drugs  and,  after  importation,  to  conceal,  sell, 
transport  and  facilitate  concealment,  sale  and  transporta- 
tion of  narcotic  drugs.  In  this  count,  among  other  overt 
acts,  it  is  alleged  that  Gomez  and  Padilla  facilitated  the 
transportation  and  concealment  of  approximately  25 
ounces  of  heroin. 

The  trial  court,  sitting  without  a  jury,  dismissed  count 
one  at  the  conclusion  of  the  government's  case  in  chief 
[T.   452]    and,   on   May   6,    1957,    found   the   defendant 
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Ramos  guilty  on  counts  two,  three,  and  five,  and  defendant 
Gomez  and  appellant  were  each  found  guilty  on  counts 
four  and  five  [T.  1001,  1002]. 

C.     Statement  of  Facts. 

The  case  was  called  for  trial  on  April  23,  1957,  the 
Honorable  Harry  C.  Westover,  Judge,  presiding.  An 
interpreter  was  sworn,  and  remained  present  throughout 
the  trial  [T.  3].  Each  defendant,  by  his  attorney,  and 
individually,  waived  trial  by  jury  [T.  4]. 

Inasmuch  as  this  appeal  is  made  by  only  one  of  the 
defendants  it  is  deemed  appropriate  to  focus  attention  to 
those  facts  pertaining  to  the  appellant  Padilla.  However, 
an  understanding  of  Padilla's  part  in  the  case  necessarily 
involves  some  analysis  of  the  initial  negotiations  leading 
up  to  his  arrest,  although  he  did  not  participate  directly 
in  those  negotiations. 

The  first  contact  made  with  any  of  the  defendants  was 
by  R.  S.  Cantu,  an  agent  of  the  Bureau  of  Narcotics. 
Cantu  met  Ramos  in  Calexico,  California,  on  February  4, 
1957  [T.  8].  Ramos  was  introduced  to  Cantu  as  "David 
Trevino"  [T.  10].  A  sale  of  heroin  and  opium  was  con- 
summated at  this  meeting  for  a  total  of  $475  of  govern- 
ment advanced  funds  [T.  19].  Cantu  specified  that  all 
future  deliveries  of  narcotics  would  have  to  be  made  in 
the  vicinity  of  Los  Angeles  [T.  16].  They  discussed  the 
prices  that  would  be  paid  for  future  deliveries  [T.  17] 
and  Ramos  said  that  he  had  "big  connections"  in  Mexicali 
[T.  18]. 

On  February  6,  1957,  Cantu  and  Ramos  had  a  tele- 
phonic conversation  [T.  38]  in  which  Ramos  told  Cantu 
that  he  had  a  better  proposition  [T.  42]  to  offer  Cantu. 
Ramos  indicated  that  "his  boss"  had  a  better  proposition 
to  offer  Cantu  [T.  43]. 


Cantu  and  Ramos  next  met  on  February  7,  1957,  in 
Anaheim  at  the  Valencia  Hotel  [T.  44].  At  this  time 
Ramos  referred  to  "some  cousin  of  his  or  some  friend  of 
his"  who  was  bringing  narcotics  from  Culiacan,  Sinaloa 
[T.  46].  Ramos  told  Cantu  that  he  himself  was  not  able 
to  handle  the  large  amounts  of  narcotics  that  Cantu  re- 
quired, but  a  very  close  friend  of  his,  who  owned  a 
jewelry  store  in  Mexicali,  named  Isaac  Gomez  could  [T. 
47].  Arrangements  were  then  made  for  Cantu  to  meet 
Gomez  in  Los  Angeles  the  next  week  [T.  49].  Thereupon 
the  sale  of  smoking  opium  referred  to  in  Count  Two  was 
consummated  [T.  50]. 

On  February  12,  1957,  defendant  Gomez  was  introduced 
to  Cantu  by  Ramos  [T.  61].  The  following  day,  while 
cruising  on  board  a  yacht  operated  by  other  narcotic  agents 
[T.  67]  Gomez  offered  to  deliver  forty  ounces  of  heroin 
to  Los  Angeles  on  the  week  following  with  a  promise  of 
larger  quantities  thereafter  [T.  70].  Details  for  delivery 
of  the  forty  ounces  were  then  discussed  [T.  71]. 

The  following  week,  on  February  18,  1957,  Ramos  tele- 
phoned Cantu  and  thereupon  put  Gomez  on  the  phone 
[T.  74].  After  some  discussion  Gomez  told  Cantu  "You 
wait  there  and  I  will  call  you  back.  I  have  to  talk  to 
some  people  and  I  will  call  you  back  about  3:00  or  3:30 
this  afternoon"  [T.  76].  On  a  subsequent  telephone 
conversation  that  same  day  [T.  76]  Ramos  told  Cantu 
that  "they"  would  leave  Mexico  the  following  morning 
with  thirty-five  ounces  of  heroin  [T.  77].  On  February 
19,  1957  Ramos  called  again  to  state  that  he  and  Isaac 
had  not  been  able  to  cross  the  border,  that  there  is  "a 
little  trouble  down  here.  It  is  nothing  to  worry  about. 
We  will  be  there  tomorrow"   [T.  78]. 
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On  February  20,  1957  Cantu  met  Ramos  in  the  cofifee 
shop  of  the  Valencia  Hotel  in  Anaheim  [T.  80].  Ramos 
told  Cantu  and  Frank  S.  Vronek,  of  the  Los  Angeles 
District  Attorney's  office,  that  he,  Ramos,  had  brought 
thirty-five  ounces  of  heroin  for  delivery  but  that  Gomez 
was  not  with  him  at  the  time.  Gomez  had  left  the  same 
morning  from  Mexicali  "with  another  person,"  was  going 
to  make  a  delivery  of  narcotics  in  San  Fernando,  and  as 
soon  as  he  was  finished  with  that  was  to  join  them  in 
Anaheim  [T.  81]. 

Cantu  thereupon  left  Ramos  and  went  to  his  parked 
government  automobile  until  5  o'clock  when  Gomez  ap- 
peared [T.  82].  Gomez  told  Cantu  to  wait  until  Ramos 
came  by  and  then  follow  Ramos  in  his  car  [T.  83]. 

At  about  5  :30  P.M.  Ramos  drove  up  to  Cantu's  car 
and  said,  "Follow  me"  [T.  85].  At  this  time  Ramos  was 
not  wearing  a  wool  jacket  which  he  had  previously  been 
wearing  when  Cantu  saw  him  in  the  coffee  shop  [T.  86]. 
Cantu  then  followed  Ramos'  1950  Chevrolet  to  the  High- 
way 101  Motel  in  Orange,  California  [T.  87].  In  the 
motel  Ramos  told  Cantu  that  he  had  only  ten  ounces  of 
heroin  for  delivery,  that  Issac  Gomez  had  told  him  not  to 
deliver  the  full  thirty-five  ounces  until  he  received  money 
for  the  ten  ounces  at  which  time  Gomez  would  give  him, 
Ramos,  the  remaining  twenty-five  ounces  for  delivery  [T. 
88].  Ramos  stated  that  "the  person  that  was  with  Gomez 
now  was  advising  Gomez  not  to  deliver  the  whole  amount 
until  he  got  some  money  for  the  first  ten  ounces"  [T.  89]. 
Cantu  refused  to  deal  on  these  terms  [T.  89]  whereupon 
Vronek  and  Ramos  left  the  motel  at  about  6:00  P.M. 
They  returned  about  7:00  P.M.  [T.  90]  whereupon  Ramos 
stated  that  Gomez  would  not  deal  except  on  the  terms 
previously  stated   [T.  91].     Ramos  said  "that  the  person 


that  was  with  Isaac  Gomez  kept  advising  Gomez  not  to 
deliver"  [T.  91].  Ramos  said  that  Gomez  had  the  twenty- 
five  ounces  in  an  automobile  in  Anaheim  [T.  92].  There- 
upon Ramos  was  arrested  [T.  93]. 

Ramos  was  seen  walking  east  on  Center  Street  in  Ana- 
heim at  about  3 :45  P.M.  on  February  20,  1957  by  William 
Gilkey,  a  Narcotic  Agent  [T.  248].  At  that  time  Ramos 
was  wearing  a  jacket  [T.  255].  At  about  4:15  or  4:30 
P.M.  Ramos  was  seen  by  Gilkey  talking  to  Gomez  and 
Padilla  on  the  corner  of  Center  and  Los  Angeles  Streets. 
Gilkey  later  saw  Ramos  with  Frank  G.  Vronek,  at  the 
Highway  101  Motel  [T.  253].  This  was  about  6:45  P.M. 
or  7:00  P.M.  and  at  that  time  Ramos  was  not  wearing 
his  jacket  [T.  255].  Gilkey  testified  that  after  Gomez  and 
Padilla  had  the  conversation  with  Ramos  just  referred  to 
he  observed  them  entering  the  two-tone  black  Buick  with 
a  Baja  license  plate  [T.  253].  They  drove  around  Ana- 
heim for  about  an  hour  after  which  the  witness  lost  them 
due  to  a  car  failure  [T.  254]. 

Frank  G.  Vronek,  an  investigator  for  the  office  of  the 
Los  Angeles  District  Attorney  for  eleven  years  [T.  267] 
testified  that  on  February  20,  1957,  he  saw  the  defendant 
Ramos  in  the  Valencia  Hotel  coffee  shop.  Cantu  was 
with  Ramos  and  they  conversed  in  Spanish  in  his  presence 
for  about  five  minutes  [T.  268].  At  the  conclusion  of  the 
conversation  Cantu  told  Vronek  to  stay  with  Ramos  and 
left.  Ramos  was  eating  some  pie  and  they  conversed  in 
English.  Ramos  said  that  he  was  going  to  leave;  that 
Vronek  should  wait  for  him  as  he  was  going  to  meet 
Isaac  and  that  there  was  another  man  with  Isaac  whom 
Isaac  did  not  want  anyone  else  to  see  [T.  269].  He  re- 
mained in  the  cafe  until  Mr.  Cantu  returned.  He  also 
saw  Gomez  on  that  day  at  about  4:40  P.M.     He  saw 


— 7— 

Gomez  going  out  of  the  driveway  of  a  cafeteria  located 
at  the  corner  of  Los  Angeles  Street  and  Center  Street  in 
Anaheim.  The  defendant  Padilla  was  with  Gomez  [T. 
271].  He  had  a  brief  conversation  with  Gomez  and  when 
this  was  finished  Gomez  spoke  to  Padilla  in  Spanish  after 
which  Padilla  left  them  and  walked  to  a  bar  on  Los  An- 
geles Street.  Gomez  thereupon  crossed  Center  Street  and 
the  witness  lost  sight  of  him   [T.  272]. 

An  hour  later  he  saw  Gomez  walking  past  Agent 
Cantu's  Government  vehicle  and  he  called  Gomez  back  to 
the  vehicle  [T.  273].  He  later  saw  Ramos  about  5:35 
P.M.  seated  in  a  grey  Chevrolet  coupe  with  a  Baja,  Cali- 
fornia, plate.  He  entered  the  Chevrolet  [T.  274] .  Ramos 
was  not  wearing  a  jacket  at  the  time,  but  he  had  been 
wearing  one  about  3 :40  in  the  afternoon  when  he  had 
previously  seen  Ramos.  At  5 :35  P.M.  it  was  cool  [T. 
276].  They  drove  to  Center  Street  near  Los  Angeles 
Street  in  Anaheim,  parked  the  vehicle,  and  Ramos  got 
out  looking  for  Isaac  Gomez  [T.  277].  The  witness  then 
saw  Gomez  and  Padilla  on  the  sidewalk  near  a  barber 
shop  on  Los  Angeles  Street.  They  were  talking  [T.  278]. 
Each  of  the  defendants  talked  but  the  witness  could  not 
understand  the  words.  Defendant  Ramos  directed  the 
conversation  to  Gomez  at  which  time  Gomez  turned  to 
Padilla  and  the  witness  observed  Padilla  making  a  motion 
with  his  head  as  if  to  make  a  negative  answer  [T.  280]. 
Then  Ramos  returned  to  the  car  and  said,  'Tsaac  doesn't 
want  to  give  me  the  25  ounces.  The  other  man,  he  has 
got  a  deal,  and  he  is  the  reason  why  Isaac  doesn't  want  to 
deal"  [T.  280-281]. 

Ramos  left  the  car  again,  and  went  back  and  talked  to 
Gomez  in  the  presence  of  Padilla.  Padilla  appeared  to 
speak  only  to  Gomez  [T.  281].     Ramos  then  came  back, 
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got  into  the  vehicle  and  they  dove  to  the  Motel.  On  the! 
way  Ramos  told  the  witness  that  the  other  man  did  not 
want  Isaac  to  go  through  with  the  deal,  that  Isaac  wanted 
the  money  for  the  ten  ounces  that  were  in  the  motel  and 
afterwards  he  would  let  Ramos  deliver  the  additional  25 
ounces.  Ramos  stated  that  the  25  ounces  were  in  a  jacket 
that  he  had  been  wearing  [T.  282]  earlier  in  the  day.  He 
said  that  he  had  concealed  the  35  ounces  in  between  the 
springs  of  the  seat  of  the  car  when  they  crossed  the 
border;  that  Isaac  and  Padilla  came  in  another  car;  that 
they  had  approximately  the  same  amount  of  carga  (a 
general  term  meaning  narcotics)  ;  that  they  were  late  on 
account  of  taking  the  other  carga  somewhere  else;  that 
the  jacket  was  then  in  the  possession  of  Gomez  and  Padilla 
and  that  there  was  no  way  of  getting  to  it.  Ramos  also 
said  that  the  25  ounces,  in  three  bundles  of  10,  10,  and  5 
ounces,  respectively,  were  in  the  pockets  of  the  jacket,  and 
the  jacket  was  in  the  Padilla  vehicle  [T.  283]. 

Ramos  said  that  he  and  Padilla  had  had  a  fight  in  a 
Mexicali  bar  over  some  woman  and  that  Padilla  did  not 
like  him  and  didn't  want  him  to  make  any  money  out  of 
the  pending  deal  [T.  284].  The  witness  returned  to  the 
motel  room  with  Ramos  where  Ramos  was  arrested. 

At  about  10:15  that  same  evening  the  defendants 
Gomez  and  Padilla  were  arrested  by  Deputy  Sherifif 
George  A.  Fullenwider  of  the  County  of  San  Diego  [T. 
356-358].  Padilla  was  driving,  and  Gomez  was  a  passen- 
ger in  the  vehicle  [T.  358],  a  1950  Buick  4-door  sedan 
with  License  Number  271262,  Baja,  California  [T.  357]. 
This  vehicle  was  registered  to  Cristobal  Gonzales  Padilla 
[T.  416]. 

A  coat  was  found  lying  in  the  back  seat  of  this  vehicle 
[T.  396].    This  coat,  or  jacket,  Government's  Exhibit  5 


[T.  397],  contained  three  packets  [T.  399]  which,  in  turn 
contained  narcotics  [T.  344].  The  sum  of  $2,160  in 
United  States  currency  was  found  in  the  glove  compart- 
ment of  the  automobile  [T.  400]  and  Padilla  admitted  that 
this  money  was  his  [T.  401].  Padilla  gave  the  name 
Pedro  Gonzales  Martinez  [T.  374],  which  he  admitted  was 
not  his  true  name  [T.  703].  He  used  that  name  because 
"that  was  the  name  on  his  passport"  [T.  718]. 

At  the  conclusion  of  its  case  in  chief  the  government 
moved  that  all  evidence  with  respect  to  the  acts  and  decla- 
rations of  the  defendant  Ramos  on  the  20th  of  February, 
1957,  and  up  to  the  moment  of  his  arrest  be  received  in 
evidence  and  considered  as  to  the  defendant  Padilla;  that 
all  of  the  acts  and  declarations  of  the  defendant  Gomez 
up  to  the  moment  of  his  arrest  be  received  in  evidence  as 
to  defendant  Padilla;  and  that  all  acts  and  declarations  of 
defendant  Padilla  be  received  and  considered  as  to  all 
defendants  [T.  422].  The  court  deferred  ruling  on  this 
motion  until  the  conclusion  of  the  case,  and  after  having 
heard  all  evidence  the  court  granted  the  motion  [T.  1001]. 

Ramos  claimed  that  he  received  the  35  ounces  of  heroin 
from  a  Mexican  named  Ysidro  Lopez  [T.  539]  on  the 
20th  of  February  [T.  540]  and  he  denied  receiving  it  from 
Isaac  Gomez  [T.  541].  He  admitted  that  he  brought  it 
across  the  border  [T.  541]  to  Anaheim  in  a  1950  or  1951 
White  Chevrolet  which  he  borrowed  from  a  friend  [T. 
542].  He  claimed  he  was  employed  by  Ysidro  Lopez  to 
bring  the  heroin  to  Anaheim  and  that  he  was  not  em- 
ployed by  Gomez  or  Padilla  [T.  543].  He  admitted  that 
the  coat,  Exhibit  5,  was  his  [T.  545].  When  he  left 
Mexicali  he  had  the  heroin  in  the  seat  of  his  car.  There 
were  four  different  packages  of  heroin  [T.  546].  He  put 
some  of  the  heroin  in  his  coat  when  he  was  at  the  motel. 
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After  he  registered  at  the  motel  he  claimed  that  he  acci- 
dentially  bumped  into  Gomez  and  Padilla  on  the  street  in 
Anaheim  [T.  548].  He  put  the  jacket  containing  three 
packets  of  heroin  in  a  light  green  car  which  was  parked 
outside  the  restaurant  near  where  he  met  Gomez  and 
Padilla.  He  "did  not  know  who  owned  the  car"  but 
Gomez  indicated  that  he  had  come  up  from  Mexico  in  it. 
After  leaving  the  jacket  in  the  car  he  just  walked  away, 
supposedly  leaving  approximately  $14,000  to  $16,000  worth 
of  heroin  unguarded  in  an  open  vehicle  [T.  570-574]. 

Padilla  testified  that  he  wanted  to  buy  a  truck  in  Los 
Angeles  [T.  656].  He  had  about  $2,300  which  he  took 
out  of  his  bank,  the  Banco  Mexicana  De  Occidente  [T.  | 
657],  and  on  the  20th  of  November,  1957,  he  left  for  Los 
Angeles  with  Isaac  Gomez  [T.  658].  They  left  Mexicali 
about  9:45  or  10:45  a.m.  and  arrived  in  Anaheim  at  about 
4:30  p.m.  [T.  664],  after  having  stopped  at  Los  Angeles 
where  they  arrived  about  3  or  3:30  p.m.  [T.  665].  He 
was  with  Gomez  at  the  restaurant,  and  then,  about  6  p.m. 
he  decided  to  rent  a  room.  They  went  to  a  motel  and  he 
rested  for  about  45  minutes,  then  left  and  went  to  a  bar, 
and  thereafter  drove  around  and  bought  some  liquor  before 
they  left  town  for  Tiajuana  about  8  p.m. 

They  had  come  from  Mexicali  by  way  of  Route  99  but 
returned  to  Mexico  by  way  of  U.  S.  Highway  101  [T. 
674].  Padilla  claimed  he  decided  to  return  by  way  of 
Tiajuana  because  he  had  not  found  a  satisfactory  truck 
in  Los  Angeles  and  thought  that  perhaps  he  might  find 
one  in  Tiajuana  [T.  675].  Padilla  admitted  that  he  knew 
the  jacket  was  there,  and  he  admitted  to  circumstances 
which  should  have  caused  him  to  have  been  curious  about 
the  jacket  [T.  680],  but  he  denied  that  he  ever  investi- 
gated the  jacket  [T.  681],  and  he  denied  all  knowledge  as 
to  narcotics  or  narcotics  transactions    [T.   682]. 
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Padilla  testified  that  they  looked  for  the  truck,  which 
they  had  come  all  the  way  to  Los  Angeles  to  buy,  for  "5 
or  10  minutes"  while  he  was  driving  around  "looking  at 
lots"  [T.  695].  He  owned  a  "miscellaneous"  store  in 
Mexicali.  While  in  the  United  States  he  bumped  into 
Ramos  in  Anaheim  completely  by  accident   [T.  690]. 

Padilla  testified  that  he  withdrew  about  $1,700  from  the 
Banco  Mexicano  De  Occidente  for  the  purpose  of  buying 
the  truck  [T.  822].  This  sum  was  withdrawn  in  De- 
cember of  1956,  and  was  kept  in  his  house  [T.  822]  after 
that  date,  until  he  came  to  Anaheim  on  February  20,  1957. 

Although  Padilla  denied  any  connection  with  the  sale 
of  the  narcotics  by  Ramos,  Government's  Exhibit  7,  a 
registration  card  from  the  Highway  101  Motel,  Orange, 
California,  was  found  in  his  glove  compartment  at  the 
time  he  was  arrested  at  the  border  [T.  913-914].  (This 
was  the  motel  where  Ramos  had  registered  and  had  talked 
to  the  narcotics  agents.)  Padilla  admitted  that  he  reg- 
istered in  a  motel  in  Anaheim  [T.  697],  that  the  motel 
was  "more  or  less"  the  same  distance  from  Anaheim  as 
the  other  witnesses  had  previously  indicated  [T.  698],  but 
he  denied  that  he  ever  received  a  card  from  the  motel 
where  he  registered  [T.  699],  and  he  denied  ever  having 
seen  Government's  Exhibit  7   [T.  700]. 

The  defendant  Gomez  denied  having  any  connection  with 
any  deals  pertaining  to  narcotics,  denied  all  conversations 
alleged  to  have  been  had  with  the  narcotics  agents,  and 
denied  all  knowledge  of  any  narcotics  deals  whatsoever 
[T.  1^Z-177'\. 

Gomez'  denials  of  any  participation  in  the  narcotics 
deals  were  thoroughly  impeached  by  Michael  Gullon,  a 
narcotics  agent   [T.  843-847]. 
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At  the  conclusion  of  the  trial  the  court  found  that  the 
evidence  was  sufficient  to  justify  the  finding  that  Padilla 
joined  the  conspiracy  on  the  20th  of  February,  1957  [T. 
1000]  and  that  Padilla  and  Gomez  were  guilty  as  to  count 
four  [T.  1002].  Each  defendant  was  thereupon  taken 
into  custody  and  bond  in  the  sum  of  $25,000  as  to  Gomez 
and  Ramos  and  $50,000  as  to  defendant  Padilla  was  exon- 
erated. 

D.     Statutes  Involved. 

Each  count  of  the  indictment  was  based  upon  Title  21, 
United  States  Code,  Section  174,  which  provides  in  perti- 
nent part  as  follows : 

"Whoever  fraudulently  or  knowingly  imports  or 
brings  any  narcotic  drug  into  the  United  States  or 
any  Territory  under  its  control  or  jurisdiction,  con- 
trary to  law,  or  receives,  conceals,  buys,  sells,  or  in 
any  manner  facilitates  the  transportation,  conceal- 
ment, or  sale  of  any  such  narcotic  drug  after  being 
imported  or  brought  in,  knowing  the  same  to  have 
been  imported  or  brought  into  the  United  States  con- 
trary to  law,  or  conspires  to  commit  any  of  such  acts 
in  violation  of  the  laws  of  the  United  States,  shall 
be  imprisoned  not  less  than  5  or  more  than  20  years. 

"Whenever  on  trial  for  a  violation  of  this  section 
the  defendant  is  shown  to  have  or  to  have  had  pos- 
session of  a  narcotic  drug,  such  possession  shall  be 
deemed  sufficient  evidence  to  authorize  conviction  un- 
less the  defendant  explains  the  possession  to  the  sat- 
isfaction of  the  jury." 
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ARGUMENT. 

I. 

The  Evidence  Should  Be  Viewed  Most  Favorably  to 

the  Government. 

This  court  should  not  weigh  the  evidence  or  pass  on  the 
credibiHty  of  witnesses.  Therefore,  the  convictions  should 
be  sustained  if  there  is  substantial  evidence,  taking  the 
view  most  favorable  to  the  government,  to  support  it. 

United  States  v.  Glasser,  315  U.  S.  60,  80  (1942)  ; 

Dean  v.    United  States,  246  F.  2d   335,   ?>Z6-?>2>7 
(8th  Cir.,  1957) ; 

United  States  v.  Brown,  236  F.  2d  403,  405  (2nd 

Cir.,  1956); 
Arena  v.  United  States,  226  F.  2d  227,  229  (9th 

Cir.,  1956),  cert.  den.  350  U.  S.  954  (1956); 
Schino  V.  United  States,  209  F.  2d  67,  72  (9th  Cir., 

1953),  cert.  den.  347  U.  S.  937  (1954); 
Woodivard  Laboratories  v.   United  States,   198  F. 

2d  995,  998  (9th  Cir.,  1952) ; 
O'Leary  v.  United  States,  160  F.  2d  333  (9th  Cir., 

1947). 

IT. 

The  Credibility  of  the  Witnesses  Was  Exclusively  for 
the  Trial  Court  to  Determine. 

Appellant  cites  numerous  cases  to  support  the  premise 
that  the  evidence  in  this  record  merely  casts  suspicion 
upon  him  and  that  therefore  his  conviction  cannot  stand 
(Appellant's  Op.  Br.  p.  9).  The  crux  of  his  argument 
seems  to  be  that  the  admitted  presence  of  narcotics  in  his 
car  at  the  time  of  his  arrest  was,  in  the  words  of  the 
statute,  "explained  to  the  satisfaction  of  the  jury"  by  the 
testimony  of  himself  and  his  codefendants  {id.,  p.  14). 
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This  argument  ignores  the  very  relevant  question  of 
credibiHty,  and  the  record  as  a  whole  establishes  that  the 
credibility  of  appellant  and  each  of  his  codefendants  was 
seriously  in  question.  Upon  one  very  important  and  rele- 
vant matter,  Government's  Exhibit  7,  which  circumstan- 
tially tied  appellant  to  Ramos  by  showing  that  appellant 
had  been  a  guest  in  the  same  motel  in  Orange,  California, 
as  had  Ramos,  appellant  was  thoroughly  impeached  [T. 
700,  924-925]. 

The  rest  of  his  testimony  concerning  the  business  of 
buying  the  truck,  the  withdrawal  of  the  funds  from  the 
bank  for  that  purported  purpose  several  months  in  advance 
of  the  trip  to  the  United  States,  the  "5  or  10  minutes" 
that  appellant  admitted  he  had  spent  looking  for  the  truck, 
all  accumulate  to  make  the  testimony  of  appellant  in  every 
material  respect  a  mass  of  improbabilities  and  contradic- 
tions. 

That  the  question  of  credibility  of  the  various  witnesses 
is  exclusively  with  the  trial  court  needs  no  citation  of 
authority.  He  was  entitled  to  conclude  that  a  witness  was 
telling  the  truth  as  to  one  point,  was  mistaken  as  to  an- 
other, but  was  truthful  as  to  a  third. 

Elwert  V.  United  States,  231  F.  2d  928,  934  (9th 
Cir.,  1956). 

Appellant  who  had  been  impeached  could  properly  be 
entirely  disbelieved. 

Henry  v.  United  States,  27 Z  Fed.  330,  338  (C.  A. 

D."^C.  1921); 
8  Cyc.  Fed.  Proc,  176,  Sec.  26,  149. 

Consequently,  the  question  of  the  guilt  or  innocence  of  ap- 
pellant was  properly  decided  by  the  trial   court   without 
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particular  reference  to  appellant's  "explanation"   for  the 
presence  of  the  narcotics  in  his  automobile. 

The  same  rules  for  testing  the  credibility  of  the  wit- 
nesses apply  to  appellant's  codefendants.  The  record  dis- 
closes ample  reasons  for  disbelieving  their  testimony. 
Gomez  was  impeached  regarding  his  version  of  a  conver- 
sation that  was  had  in  Agent  Cantu's  automobile  [T.  843- 
847].  Ramos'  testimony  regarding  the  circumstances  in 
which  he  supposedly  threw  his  jacket,  with  25  ounces  of 
heroin  in  the  pockets  valued  at  about  $14,000  to  $16,000 
into  the  back  seat  of  appellant's  Buick,  supposing 
that  this  car  was  owned  by  Gomez  was,  on  its  face,  in- 
credible, improbable,  and  portions  of  the  testimony  were 
contradictory.  The  following  partial  quotation  from  the 
record  will  illustrate: 

''The   Court:     You   threw  your   coat  in  the  back 
end  of  the  car  through  the  open  window? 
The  Witness :     Yes. 

The   Court:     In  the  coat   was   three  packages   of 
heroin  ? 

The  Witness:     Yes, 

The  Court:     Without  closing  the  window  or  lock- 
ing the  car,  and  you  walked  away? 
The  Witness:     Yes. 

The  Court :     And  you  didn't  watch  the  car  or  your 
coat  or  the  heroin? 
The  Witness:     No. 

The  Court:     You  brought  this  heroin  up  to  Ana- 
heim to  sell,  did  you  not? 
The  Witness:     Yes, 

The  Court :     And  how  much  were  you  going  to 
get  for  it? 

The  Witness:     From  $14,000  to  $16,000. 
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The  Court:  And  you  put  the  heroin  in  the  back 
end,  on  the  back  seat  of  the  car  in  your  coat  worth 
this  much  money  and  walked  away  and  didn't  watch 
it? 

The  Witness:     Yes. 

The  Court:     Did  anybody  else  watch  it  for  you? 

The  Witness:  Not  watch  it,  but  those  who  had 
brought  the  car  were  eating  and  the  car  was  in  front 
of  them,  and  what  I  had  told  them  to  take  care  of  was 
my  coat. 

The  Court:  Did  Isaac  say  he  would  watch  your 
coat? 

The  Witness:     Yes. 

The  Court:  Did  you  tell  him  what  was  in  your 
coat? 

The  Witness:     No. 

The  Court:     All  right." 

And  further: 

'The  Witness:  Yes.  What  I  said  is  that  I  asked 
Mr.  Gomez  if  he  had  brought  a  car  and  he  told  me 
that  was  a  car  that  was  outside,  but  he  didn't  specify 
to  me  who  had  driven  it  or  who  had  brought  it. 

The  Court:     Did  he  point  the  car  out  to  you? 

The  Witness:     Yes.     It  could  be  seen. 

The  Court:     Did  he  say  it  was  his  car? 

The  Witness:     Yes  J' 

Based  upon  the  foregoing  testimony,  it  is  hardly  to  be 
wondered  that  the  trial  court  rejected  appellant's  explana- 
tion concerning  the  presence  of  the  heroin  in  his  automo- 
bile. In  view  of  this  testimony,  having  regard  for  the 
rules  governing  credibility  of  the  witness,  the  trial  court 
was  free  to  draw  such  reasonable  inferences  as  appeared 
from  the  evidence  and  to  make  such  conclusions  as  were 
warranted  therefrom.    This  court  should  likewise  consider 


—17— 

all  of  the  inferences  which  reasonably  arise  from  the  evi- 
dence in  the  aspect  most  favorable  to  supporting  the  judg- 
ment and  findings  of  the  court  below. 

III. 

Appellant's  Waiver  of  Trial  by  Jury  Conferred  Juris- 
diction on  the  Trial  Court  to  Try  His  Case  and 
to  Apply  and  Consider  All  Presumptions  Arising 
From  the  Evidence  and  the  Law. 

Appellant  contends  that  notwithstanding  his  waiver 
of  a  jury  trial  the  court  erred  in  accepting  that  waiver 
because  of  the  use  of  the  word  "jury"  in  the  presumption 
set  out  in  Title  21,  United  States  Code,  Section  174 
(Appellant's  Op.  Br.  p.  18).  He  makes  no  pretense  that 
any  objection  on  this  issue  was  ever  interposed  at  the 
time  of  trial.  He  also  concedes  (Appellant's  Op.  Br. 
p.  19)  that  the  statutory  presumption  which  arises  from 
the  unexplained  possession  of  narcotics  is  "only  a  rule 
of  evidence." 

Appellant  further  suggests  that  he  doubts  the  judge 
had  jurisdiction  to  hear  the  issue  under  the  statutory 
presumption  because  of  the  "mandatory  provisions  of  the 
statute."  It  appears  however  that  he  has  misapplied  the 
operation  of  the  word  "mandatory."  As  used  in  the 
statutory  presumption  the  word  applies  to  the  defendant 
and  not  to  the  judge,  for,  once  the  possession  of  heroin 
has  been  proved  this  "shall  be  deemed  sufficient  evidence  to 
authorize  conviction"  unless  the  defendant  comes  forward 
with  a  satisfactory  explanation. 

The  presumption  concerns  itself  solely  with  procedure. 
It  deals  exclusively  with  a  rule  of  evidence.  It  makes 
proof  of  one  fact  prima  facie  evidence  of  a  related  fact. 

Valasqiies  v.   United  States,  244  F.  2d  416,  418 
(C.  A.  10th,  1957). 
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The  Court:  And  you  put  the  heroin  in  the  back 
end,  on  the  back  seat  of  the  car  in  your  coat  worth 
this  much  money  and  walked  away  and  didn't  watch 
it? 

The  Witness:     Yes. 

The  Court:     Did  anybody  else  watch  it  for  you? 

The  Witness:  Not  watch  it,  but  those  who  had 
brought  the  car  were  eating  and  the  car  was  in  front 
of  them,  and  what  I  had  told  them  to  take  care  of  was 
my  coat. 

The  Court:  Did  Isaac  say  he  would  watch  your 
coat? 

The  Witness:     Yes. 

The  Court:  Did  you  tell  him  what  was  in  your 
coat? 

The  Witness:     No. 

The  Court:     All  right." 

And  further: 

"The  Witness:  Yes.  What  I  said  is  that  I  asked 
Mr.  Gomez  if  he  had  brought  a  car  and  he  told  me 
that  was  a  car  that  was  outside,  but  he  didn't  specify 
to  me  who  had  driven  it  or  who  had  brought  it. 

The  Court:     Did  he  point  the  car  out  to  you? 

The  Witness:     Yes.     It  could  be  seen. 

The  Court :     Did  he  say  it  was  his  car? 

The  Witness:     Yes." 

Based  upon  the  foregoing  testimony,  it  is  hardly  to  be 
wondered  that  the  trial  court  rejected  appellant's  explana- 
tion concerning  the  presence  of  the  heroin  in  his  automo- 
bile. In  view  of  this  testimony,  having  regard  for  the 
rules  governing  credibility  of  the  witness,  the  trial  court 
was  free  to  draw  such  reasonable  inferences  as  appeared 
from  the  evidence  and  to  make  such  conclusions  as  were 
warranted  therefrom.    This  court  should  likewise  consider 
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all  of  the  inferences  which  reasonably  arise  from  the  evi- 
dence in  the  aspect  most  favorable  to  supporting  the  judg- 
ment and  findings  of  the  court  below. 

III. 

Appellant's  Waiver  of  Trial  by  Jury  Conferred  Juris- 
diction on  the  Trial  Court  to  Try  His  Case  and 
to  Apply  and  Consider  All  Presumptions  Arising 
From  the  Evidence  and  the  Law. 

Appellant  contends  that  notwithstanding  his  waiver 
of  a  jury  trial  the  court  erred  in  accepting  that  waiver 
because  of  the  use  of  the  word  "jury"  in  the  presumption 
set  out  in  Title  21,  United  States  Code,  Section  174 
(Appellant's  Op.  Br.  p.  18).  He  makes  no  pretense  that 
any  objection  on  this  issue  was  ever  interposed  at  the 
time  of  trial.  He  also  concedes  (Appellant's  Op.  Br. 
p.  19)  that  the  statutory  presumption  which  arises  from 
the  unexplained  possession  of  narcotics  is  "only  a  rule 
of  evidence." 

Appellant  further  suggests  that  he  doubts  the  judge 
had  jurisdiction  to  hear  the  issue  under  the  statutory 
presumption  because  of  the  "mandatory  provisions  of  the 
statute."  It  appears  however  that  he  has  misapplied  the 
operation  of  the  word  "mandatory."  As  used  in  the 
statutory  presumption  the  word  applies  to  the  defendant 
and  not  to  the  judge,  for,  once  the  possession  of  heroin 
has  been  proved  this  ''shall  be  deemed  sufficient  evidence  to 
authorize  conviction"  unless  the  defendant  comes  forward 
with  a  satisfactory  explanation. 

The  presumption  concerns  itself  solely  with  procedure. 
It  deals  exclusively  with  a  rule  of  evidence.  It  makes 
proof  of  one  fact  prima  facie  evidence  of  a  related  fact. 

Valasques  v.   United  States,  244  F.  2d  416,  418 
(C.  A.  10th,  1957). 
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In  a  non-jury  trial  the  judge  is  the  trier  of  facts  and 
it  is  his  duty  to  weigh  the  evidence  in  the  same  manner  as 
a  jury  would,  including  all  presumptions. 
89  C.  J.  S.  383,  Sec.  593. 

Thus,  it  is  not  surprising  that  in  the  only  reported  case 
wherein  the  question  of  the  interchangeability  of  the  word 
"judge"  for  the  word  "jury"  has  come  up  the  Court  of 
Appeals  for  the  State  of  California  concluded  that  the 
statutory  word  "jury"  referred  to  the  finder  of  fact 
whether  that  be  the  jury,  or  the  judge. 

Nathanson  v.  Murphy,  132  Cal.  App.  2d  363,  373, 
282  P.  2d  174,  181. 

In  any  case,  the  presence  of  heroin  in  appellant's  car, 
when  taken  with  other  evidence  in  the  case,  sufficiently 
established  appellant's  guilt  without  reference  to  the  statu- 
tory presumption.  So  the  error  of  the  court,  if  any,  in 
failing  to  force  a  jury  upon  appellant  at  the  time  he  waived 
trial  by  jury,  was  non-prejudicial. 

IV. 
The   Evidence   Sufficiently   Established   the    Guilt   of 
Appellant  Under  Count  Four  of  Receiving,  Trans- 
porting, Concealing  and  Facilitating  25  Ounces  of 
Heroin. 

Since  the  trial  court  could  not  believe  the  explanation 
given  by  appellant  and  his  codefendants  for  presence  of 
25  ounces  of  heroin  found  in  appellant's  car  at  the  border, 
it  was  free  to  draw  such  inferences  from  the  evidence, 
aside  from  the  explanation,  as  were  warranted. 

The  fact  that  appellant  had  these  narcotics  in  his  pos- 
session at  the  time  of  his  arrest  constituted  sufficient  evi- 
dence to  authorize  conviction. 

Title  21,  U.  S.  C,  Sec.  174. 
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The  fact  of  possession  is  proved  by  establishing  that 
the  defendant  had  dominion  and  control  over  the  narcotics 
and  had  knowledge  of  their  presence.  Proof  that  one 
had  exclusive  control  and  dominion  over  property  on  or 
in  which  contraband  narcotics  are  found  is  a  potent  cir- 
cumstance tending  to  prove  knowledge  of  the  presence  of 
such  narcotics,  and  control  thereof. 

People  V.  Antista,  129  Cal.  App.  2d  47,  276  P.  2d 

177; 
United  States  v.  Pinna,  229  F.  2d  216,  218  (7th 

Cir.); 
Evans  v.  United  States,  257  F.  2d  121,  128  (9th 

Cir.). 

Here  it  is  clear  that  the  appellant  had  complete  domin- 
ion and  control  over  the  narcotics  which  were  found  in 
his  car.  Their  presence  in  the  car  provides  an  inference 
that  he  knew  of  their  presence;  the  circumstances  under 
which  the  jacket  was  placed  in  the  vehicle  make  it  highly 
probable  that  it  was  placed  there  either  at  his  direction, 
or  at  least  with  his  consent;  the  presence  of  Government's 
Exhibit  7,  the  card  from  Highway  101  Motel,  in  ap- 
pellant's glove  compartment  inextricably  links  him  to 
Ramos  to  the  extent  that  it  must  be  concluded  appellant  at 
least  had  knowledge  of  Ramos'  activities;  and  finally,  the 
fact  that  appellant  used  an  admittedly  false  name  at  the 
border  at  the  time  of  his  arrest  tends  to  show  some  guilty 
knowledge  on  his  part. 

Appellant's  use  of  a  false  name  at  the  time  of  his  arrest 
tended  to  indicate  guilty  knowledge  on  his  part. 
22  C.  J.  S.  962,  Sec.  627. 

Taking  into  account  all  of  the  evidence,  the  inferences 
and  presumptions  to  be  drawn  therefrom,  it  is  submitted 
that  appellant's  guilt  was  established  by  substantial  evi- 
dence and  should  be  sustained. 
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V. 
The  Evidence  SufBciently  Established  the  Guilt  of  Ap- 
pellant Under  Count  Five  of  Conspiracy  to  Im- 
port and  Sell  Narcotics. 

The  nature  of  the  unlawful  venture,  being,  as  it  is, 
usually  covertly  planned,  allows  great  latitude  in  drawing 
proper  inferences  from  direct  and  circumstantial  evidence 
to  show  the  existence  of  the  conspiracy.  It  is  well  estab- 
Hshed  that: 

"participation  in  a  criminal  conspiracy  need  not  be 
proved  by  direct  evidence;  a  common  purpose  and 
plan  may  be  inferred  from  a  development  and  colloca- 
tion of  circumstances." 

Glasser  v.  United  States,  315  U.  S.  60,  80. 

To  the  same  effect: 

United  States  v.  Manton,  107  F.  2d  834,  839  (C 

A.  2d); 
Curley  v.  United  States,  160  F.  2d  229,  236  (C.  A. 

D.  C); 
Marino  v.  United  States,  91  F.  2d  691  (C.  A.  9th), 

cert.  den.  302  U.  S.  764. 

Furthermore  the  conspiracy  is  not  to  be  dismembered 
and  viewed  in  its  separate  parts,  but  only  by  looking  at 
the  evidence  as  a  whole.     As  has  been  stated: 

"The  character  and  efifect  of  a  conspiracy  are  not  to 
be  judged  by  dismembering  it  and  viewing  it  in  its 
separate  parts,  but  by  looking  at  it  as  a  whole  .  .  .; 
and  in  a  case  like  the  one  before  us  the  duty  of  the 
jury  was  to  look  at  the  whole  picture  and  not  merely 
at  the  individual  figures  in  it." 

Carlson,  et  al.  v.   United  States,   187  F.  2d  366, 
371   (10th  Cir.). 
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A  conspiracy  is  a  secret,  furtive  crime  and  by  its  very 
nature,  must  usually  be  proved  by  circumstantial  evidence. 

Ryan  v.  United  States,  99  F.  2d  864  (8th  Cir.)  ; 

Rose  V.  United  States,  149  F.  2d  755   (9th  Cir.). 

This  is  true  because  ordinarily  only  the  results  of  a  con- 
spiracy, and  not  the  private  plotting  and  promoting  are 
observed. 

Rose  V.  United  States,  supra,  page  759. 

The  step  between  innocent  knowledge  and  guilty  intent 
and  agreement  may  be,  and  is  usually  shown  by,  pro- 
longed and  interested  cooperation,  indicating  a  "stake  in 
the  venture." 

Van  Huss  v.  United  States,   197  F.  2d  120,   121 
(10th  Cir.). 

It  is,  of  course,  elementary  that  every  act  or  declaration 
of  each  member  of  a  conspiracy  in  furtherance  thereof, 
and  while  the  conspiracy  is  in  operation,  is  considered  the 
act  and  declaration  of  each  member  of  that  conspiracy. 

Barnett  v.  United  States,  171  F.  2d  721  (9th  Cir., 
1949). 

The  corpus  delicti,  an  unlawful  agreement  to  deal  in 
heroin,  may  be  proved  by  circumstantial  evidence. 

United  States  v.  DiOrio,  150  F.  2d  938  (3rd  Cir., 
1940) ; 

Denimick   v.    United   States,    116   Fed.    825    (9th 
Cir.). 

Once  the  corpus  delicti  has  been  proved,  then  it  is 
proper  to  admit  evidence  or  declarations  of  the  co- 
conspirators. 

Sandes  v.  United  States,  239  F.  2d  239,  244  (9th 
Cir.,  1956). 
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The  evidence  is  not  consistent  with  any  other  finding 
except  guilt  when  it  is  viewed  as  a  whole.  Appellant, 
who  came  to  this  country  on  a  "business"  visit,  coinci- 
dentally  meets  Ramos,  a  countryman,  in  Anaheim.  Ramos 
is  supposedly  on  a  separate  "business"  visit  to  this  country. 
Ramos  and  Gomez  are  observed  speaking  together  in  the 
presence  of  appellant  on  several  occasions.  Immediately 
after  each  conversation  Ramos'  actions  vary,  depending 
upon  what  he  was  instructed  to  do  on  each  occasion. 
These  several  conversations,  and  Ramos'  actions  through- 
out the  day,  are  only  consistent  with  the  conclusion  that 
there  is  a  common  purpose,  rather  than  that  the  parties 
met  coincidentally  while  on  separate  business.  Finally, 
appellant  is  found  to  have  in  his  possession  at  the  time 
of  his  arrest,  a  card  showing  that  he  had  been  a  guest  at 
the  Highway  101  Motel.  This  is  the  same  motel  from 
which  Ramos  had  negotiated  throughout  the  day  in  an 
attempt  to  complete  the  sale  of  the  total  of  35  ounces  of 
narcotics  that  was  involved.  Ten  ounces  of  the  narcotics 
are  in  Ramos'  possession  at  the  time  of  his  arrest;  25 
ounces,  in  packets  of  10,  10,  and  5  ounces,  respectively, 
are  found  in  appellant's  automobile  at  the  time  of  appel- 
lant's arrest,  in  just  the  condition  that  Ramos  said  they 
would  be,  in  one  of  his  frequent  declarations.  The  trial 
court  has  concluded  that  the  declarations,  and  not  the  testi- 
mony of  the  parties,  were  truthful;  that  the  development 
and  collocations  of  circumstances  established  a  common 
purpose  or  plan;  and  that  this  was  for  the  sale  of  35 
ounces  of  heroin. 
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Conclusion. 

1.  The  evidence  was  sufficient  to  convict  appellant  on 
Count  Four. 

2.  The  evidence  was  sufficient  to  convict  appellant  on 
Count  Five. 

3.  The  judgment  below  should  be  affirmed. 

Respectfully  submitted, 

Laughlin  E.  Waters, 
United  States  Attorney, 

Robert  John  Jensen, 

Assistant   U.  S.  Attorney, 
Chief,  Criminal  Division, 

George  W.  Kell, 

Assistant   U.  S.  Attorney, 
Attorneys  for  Appellee. 
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United  States  District  Court,  Southern  District 
of  California,  Central  Division 

Civil  No.  18656-WB 

UNITED  STATES  OF  AMERICA, 

Plaintiff, 
vs. 

CALIFORNIA   BANK   OF   LOS   ANGELES,    a 

Corporation,  Defendant. 

COMPLAINT  FOR  MONEY  ON  FOROED 
CHECKS  (TREASURY) 

Comes  now  the  United  States  of  America,  plain- 
tiff above  named,  and  for  cause  of  action  against 
the  defendant  above  named  complains  and  alleges 
as  follows: 

I. 

That  this  is  a  suit  of  a  civil  nature,  commenced 
by  the  United  States  of  America,  and  this  Court 
has  jurisdiction  of  this  action  by  virtue  of  the  pro- 
visions of  Title  28,  §  1345,  United  States  Code. 

II. 

That  during  all  times  herein  mentioned  United 
States  of  America  was  and  now  is  a  corporation 
sovereign.  [2] 

That  the  defendant,  California  Bank  of  Los  An- 
ereles,  at  all  times  herein  mentioned  was  and  now 
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is  a  corporation,  transacting:  business  in  the  County 
of  Los  Angeles,  State  of  California. 

IV. 

That  all  of  the  transactions  herein  involved  oc- 
curred in  the  County  of  Los  Angeles,  in  the  State 
and  Southern  District  of  California,  and  within 
the  jurisdiction  of  this  Court. 

V. 

That  the  defendant  above:  named  is  indebted  to 
the  plaintiff  in  the  sums  hereinafter  set  forth,  with 
interest  thereon  at  the  rate  of  six  per  cent  per 
annmn  from  the  dates  hereinafter  set  forth  oppo- 
site said  sums: 

$119.70  4-29-49 

170.60  4-28-49 

223.30  4-23-49 

upon  a  written  contract  of  guarantee  and  for  money 
paid  by  mistake  under  the  following  circumstances: 

VI. 

That  on  the  dates  hereinafter  set  forth  checks 
were  dra\^m  on  the  Treasurer  of  the  United  States 
by  H.  Rogers,  Regional  Disbursing  Officer,  Symbol 
415,  U.  S.  Treasury  Department,  payable  to  the 
order  of  the  payees  hereinafter  listed,  photostatic 
copies  of  which  checks  are  annexed  hereto  and 
marked  "Exhibit  A"  and  made  a  part  hereof  by 
reference;  that  the  following  list  sets  foi-th  the 
check  number,  the  date  of  issuance,  the  amoimt^ 
symbol  and  name  of  payee:  [3] 
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Check  No. 

Date 

Amount 

Symbol 

Payee 

11,098.392 

3-16-49 

S119.70 

415 

Lonnie    D.    Ashford 

11,098,440 

3-16-49 

170.60 

415 

Raymond  P.  Cortez 

11,050,701 

3-11-49 

223.30 

415 

Paul    S.    Crawford 

VII. 

That  on  the  dates  listed  in  paragraph  V  above  the 
defendant,  California  Bank  of  Los  Angeles,  a  cor- 
poration, presented  said  checks  to  the  plaintiff, 
through  the  Los  Angeles  Branch  of  the  Federal 
Reserve  Bank  of  San  Francisco,  fiscal  agent  of  the 
Treasurer  of  the  Unitel  States,  mth  the  names  of 
the  payees  listed  in  paragraph  YI  above  written 
upon  the  backs  thereof,  and  with  the  endorsements 
thereon  of  the  defendant,  California  Bank  of  Los 
Angeles,  a  corporation,  in  the  manner  and  words 
and  figures  as  shown  on  the  reverse  side  of  said 
"Exhibit  A",  said  defendant's  aforesaid  endorse- 
ment, including  the  words  "Prior  Endorsements 
Guaranteed". 

VIII. 

That  thereupon  the  plaintiff,  through  the  said 
Federal  Reserve  Bank  of  San  Francisco,  relying 
upon  the  said  guarantees  by  the  defendant,  Cali- 
fornia Bank  of  Los  Angeles,  a  corporation,  that 
the  names  written  upon  the  backs  of  said  checks 
were  the  genuine  signatures  and  endorsements  of 
the  payees,  and  relying  upon  the  representation  by 
the  said  defendant  that  it  had  valid  title  to  said 
checks,  paid  the  amounts  thereof  to  the  defendant, 
California  Bank  of  Los  Angeles,  a  corporation. 
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IX. 

That  the  said  names  of  the  payees  set  forth  in 
paragraph  VI  above  were  the^  names  of  fictitious  and 
nonexistent  persons;  that  the  plaintiff  had  no 
knowledge  of  the  foregoing  eithe^r  at  the  time  the 
aforesaid  checks  were  issued  or  at  the  tune  plain- 
tiff paid  the  amount  thereof  to  the  defendant,  as 
aforesaid. 

X. 

That  the  names  of  the  said  payees,  endorsed  upon 
the  aforesaid  checks  were  forged  and  had  been 
wrongfully  and  fraudulently  written  upon  the  same 
by  persons  other  than  the  named  payees  who  were 
fictitious  and  nonexistent  persons,  as  aforesaid.  [4] 

XI. 

That  the  payments  of  said  checks  paid  by  the 
plaintiff  to  the  defendant  as  described  in  paragraph 
VIII  of  this  complaint  were  maide  imder  a  mistake 
of  fact  and  without  knowledge  tliat  the  signatures 
of  the  said  payees  thereon  had  been  forged  upon 
the  back  of  said  cheicks,  and  that  the  said  payees 
were  fictitious  and  nonexistent  persons. 

XII. 

That  the  names  of  the  payees  wiitten  upon  the 
backs  of  said  checks  were  not  the  genuine  signa- 
tures and  endorsements  of  payees  named  upon  the 
face  of  said  checks,  nor  did  said  defendant  receive 
said  checks  from  the  payees  thereon  named;  in 
truth  and  in  fact  the  purpoi-ted  endorsements  were 
forgeries  and  the  defendant,   California  Bank  of 
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Los  Angeles,  a  corporation,  when  it  presented  said 
checks  and  reiceived  payment  of  the  amomits  there- 
of, as  aforesaid,  had  no  valid  or  legal  title  to  said 
checks. 

XIII. 
That  ui)on  discovery  of  the  aforesaid  forgeries 
and  the  want  of  title  of  the  defendant,  California 
Bank  of  Los  Angeles,  a  coi-poration,  the  plaintiff, 
through  the  said  Federal  Resei^e  Bank  of  San 
Francisco,  gave  notice  thereof  to  the  said  defend- 
ant and  demanded  the  return  of  the  sums  paid  to 
said  defendant  upon  said  checks,  but  the  said  de- 
fendant refused  to  repay  to  the  plaintiff  the  said 
siuns  or  any  part  thereof. 

XIV. 

That  prior  to  the  commencement  of  this  action, 
the  plaintiff  demanded  from  said  defendant  the 
sums  above  mentioned,  but  the  said  defendant  has 
failed,  neglected  and  refused,  and  still  fails,  neglects 
and  refuses,  to  repay  to  the  plaintiff  the  said  siuns 
or  any  paii:  thereof.  The  whole  thereof  in  the 
amoimts  listed  in  paragraphs  Y  and  YI,  together 
with  interest  thereon  at  the  rate  [5]  of  six  per  cent 
per  annum  from  the  dates  set  forth  in  paragraph 
Y  of  this  complaint,  is  now  due,  owing  and  impaid 
to  the  plaintiff  from  the  defendant. 

Wherefore,  plaintiff  prays  judgment  against  the 
defendant,  California  Bank  of  Los  Angeles,  a  cor- 
poration, in  the  sum  of  $513.60,  together  mth  in- 
terest thereon  at  the  rate  of  six  per  cent  per  annum, 
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and  for  its  costs  incurred  herein,  and  for  sncii  otiier 
and  further  relief  as  to  this  Honorable  Courti  may 
seem  meet,  just  and  proper  in  the  premises. 

LAUGHLIN  E.  WATERS, 
United  States  Attorney, 

MAX  F.  DEUTZ, 

Assistant  U.  S.  Attorney,  Chief 
of  Civil  Division, 

EDWIN  H.  ARMSTRONC, 

Assistant  U.   S.  Attorney, 

/s/  EDWIN  H.  ARMSTRONO, 
Attorneys  for  Plaintiff.  [6] 


4 


LOS  ANGELES,  CALIF., 


IROUGH  FEDERAL  RESERVE  BANK  OF  SAN  FRANCISCO  ^^ 


;■  PAY^v•:^^Ml?, 


ORDER  OF  LONNIE  D  ASHFORD 
356  W  52ND  PL 
LOS  ANGELES  CALIF 


IN  FRANCISCO^  111116  1949 

7  0cTs      c-::-;hj119.7o-:f 
WDC 


IM  =HiHiui  uiMfsm  ouicm'^ 


?0  NOT  FOLD.  SPINDLE  OR  MUTILATE 
YOUR   ENDORSER  -  -   REQUIRE  /DENT/FICATION 


I 


I 


i 


California  Bank  11 

[Title  of  District  Court  and  Cause.] 

ANSWER 

Conies  now  defendant  California  Bank,  sued 
herein  as  California  Bank  of  Los  Angeles,  and  an- 
swers plaintiff's  Complaint  as  follows: 

I. 

Denies  that  the  name  of  this  defendant  is  ''Cali- 
fornia Bank  of  Los  Angeles",  and  in  this  connec- 
tion alleges  that  the  true  name  of  this  defendant  is 
"California  Bank". 

11. 

Denies  the  allegations  of  paragraph  Y  of  plain- 
tiff's Complaint.  [8] 

III. 

Denies  that  plaintiff  paid  said  checks  in  reliance 
upon  this  defendant's  guarantee  of  the  endorse- 
ments. 

IV. 

Admits  that  the  names  of  the  payees  in  said 
checks  were  fictitious  and  not  the  names  of  existing 
persons,  but  defendant  is  without  knowledge  or  in- 
formation suificient  to  form  a  belief  as  to  the  truth 
of  the  allegation  that  plaintiff  had  no  knowledge 
thereof  at  the  time  the  checks  were  issued  and  at 
the  time  they  were  p'aid. 

V. 

Denies  the  allegations  of  paragraphs  X,  XI,  and 
XII  of  plaintiff's  Complaint. 
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YI. 

Admits  tliat  on  or  about  October  18,  1949,  plain- 
tiff gave  notice  to  defendant  and  demanded  tite  re- 
turn of  the;  amoim.t  of  said  checks.,  but  denies,  the 
allegation  that  said  checks  were  forged  and  denies 
the  allegation  that  this  defendant  did  not.  have  title 
thereto. 

VII. 

Admits  that  prior  to  the  commencement  of  this 
action,  plaintiff  demanded  from  defendant  the 
amounts  listed  in  paragraphs  Y  and  YI  of  plain- 
tiff's Comp]aint  and  that  defendant  refused  tO'  pay 
said  amounts  or  any  parts  thereof,  but  denies  the 
remaining  allegations  of  paragraph  XIY  of  plain- 
tiff's Complaint. 

As  an  Affirmative  Defense  to  Plaintiff's  Com- 
plaint, Defendant  Alleges:  [9] 

I. 

Defendant  is  informed  and  believes  and,  upon 
such  information  and  belief,  alleges  that  prior  to 
the  issuance  of  said  checks  one  or  more  persons  im- 
known  to  both  plaintiff  and  defendant,  but  using 
the  names  Lonnie  D.  Ashford,  Raymond  P.  Cortez, 
and  Paul  S.  Crawford,  filed  with  plaintiff  income 
tax  returns  in  each  of  said  names  showing  overpay- 
ments of  income  tax  as  follows: 

Name  Inserted  in  Return  Amount  Claimed  as  Overpayment 

Lonnie  D,  Ashford  $119.70 

Raymond  P.  Cortez  170.60 

Paul  S.  Crawford  223.30 
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II. 

Defendant  is  informed  and  believes  and,  upon 
such  information  and  belief,  alleges  that  upon  re- 
ceipt of  said  returns  and  without  first  checking  its 
records  to  ascertain  whether  the  taxes  claimed  in 
■said  returns  to  have  ]>een  paid  to  pMnti^  had  in 
fact  been  paid,  and  relying  upon  said  returns  which 
were  f alse^  and  fraudulent,  plaintiff  issued  the  three 
checks  described  in  its  Complaint. 

III. 

Defendant  is  informed  and  believes  and,  upon 
such  information  and  belief,  alleges  that  after  said 
checks  were  issued  plaintiff  caused  the  same  to  be 
mailed  to  the  respective  payees  at  the  addresses  of 
said  payees  as  set  out  in  said  returns. 

IV, 

Defendant  is  infonned  and  believes  and,  upon 
such  information  and  belief,  alleges  that  each  of 
said  checks  was  endorsed  by  the  person  who  signed 
the  tax  return  showing  the  overpayment,  to  cover 
which  the  check  was  issued.  [10] 

V. 

Defendant  is  informed  and  l>elieves  and,  upon 
such  information  and  belief,  alleges  that  each  of  the 
checks  described  in  plaintiff's  Complaint  was  en- 
dorsed by  the  person  plaintiff  intended  to  l)e  the 
payee  thereof,  and  that  none  of  the  endorsements 
on  said  checks  are  forgeries. 

Wherefore,   defendant  prays  that  plaintiff  take 
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tife  issueid  the  tliree^  checks,  described  in  its  Com- 
plaint. 

VI. 

After  said  checks  were  issued,  plaintiff  caused  the 
same  to  be  mailed  to  the  respectivei  payees  at  the 
addresses  of  said  payees  as  ,set  out  in  said  retums;. 

VII. 

Eadh  of  said  checks  was  endorsed  by  the  person 
who  signed  the  tax  return  showing  the  overpay- 
ment, to  cover  which  the  check  was  issued.  Said 
checks  were  then  negotiated  through  various  chan- 
nels and  in  the  course  of  busmess  were  deposited 
in  defendant  bank;  in  due'  course  the  bank  endorsed 
said  checks  ''All  prior  endorsements^  guaranteed" 
and  presented  them  for  payment,  and  they  were 
paid  by  the  govermnent's  fiscal  agent. 

VIII. 

Upon  discovery  that  a  fraud  had  been  committed, 
on  or  about  October  18,  1949,  plaintiff  gave  notice 
to  defendant  and  demanded  the  return  of  the 
amoimt  of  said  checks.  Defendant  refused  to^  com- 
ply mth  such  demand. 

IX. 

There  are  no  pertinent  facts  other  than  those 
above  mentioned,  pertaining  to  the  issuance,  nego- 
tiation and  payment  of  [15]  the  checks  involved 
herein  except  facts  admitted  in  the  pleadings,  and 
both  plaintiff  and  defendant  agree  that  a  tiial  as 
to  the  facts  is  not  necessaiy  and  tJiat  the  Oouri 
may  consider  this  matter  as  if  the  same  had  been 
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tried  and  all  of  the  above-stated  factsi  had  been 
found  to  be  true. 

X. 
It  is  agreed  that  this  cause  may  be  submitted 
to  the  Court  for  decision  upon  this  stipulation. 

Dated:  This  12th  day  of  May,  1958. 

LAUGHLIN  E.  WATERS, 

United  States  Attorney, 

RICHARD  A.  LAVINE, 

Assistant  U.  S.  Attorney, 

/s/  BURTON  C.  JACOBSON, 
Assistant  U.  S.  Attorney, 
Attorneys  for  Plaintiff. 

SWANWICK,  DONNELLY  & 
PROUDFIT, 

/s/  By  DONALD  0.  WELTON, 

Attorneys  for  Defendant. 

It  is  so  ordered  this  12th  day  of  May,  1958. 

/s/  WM.  M.  BYRNE, 

United  States  District  Judge.  [16] 

[Endorsed] :  Filed  May  12,  1958. 
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United  States  District  Courts  Southern  District 
of  California,  Central  Division 

Ci^dl  No.  18656-WB 

UNITED  STATES  OF  AMERICA, 

Plaintiff, 

CALIFORNIA   BANK   OF   LOS   ANOELES,    a 
corporation,  Defendant. 

FINDINGS  OF  FACT,  CONCLUSIONS  OF 
LAW  AND  JUDGMENT 

A  stipulation  admitting  facts  and  consenting  to 
the  submission  of  tliis  case  for  decision  upon  said 
stipulation  was  filed  herein  on  May  12,  1958,  and 
an  order  of  submission  was  thereupon  made,  plain- 
tiff appearing  in  the.  action  by  Laughlin  E.  Wate-rs, 
United  States  Attorney,  Richard  A.  Lavine  and 
Burton  C.  Jacobson,  Assistant  United  States^  At- 
torneys, and  defendant  appearing  by  Donald  0. 
Welton  of  Swanwick,  Donnelly  &  Proudfit,  attor- 
neys, and  the  Court  having  considered  all  of  the 
pleadings  and  said  stipulation  of  facts.,  and  being 
fully  advised  in  the  premises,  makes  herein  its 
Findings  of  Fact,  Conclusions  of  Law  and  Judg- 
ment as  follows: 

Findings  of  Fact 
1.    This  is  a  suit  of  a  ci^dl  nature,  conunenced  by 
[17]  the  L^nited  States  of  America,  and  this  Court 
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has  jurisdiction  of  tiiis  action  by  virtue  of  the  pro- 
visions of  Title  28,  §  1345,  United  States  Code. 

2.  During  all  times  herein  mentioned  United 
States  of  America  was  and  now  is  a  coi^poration 
sovereign. 

3.  The  true  name  of  defendant  is  "California 
Bank"  and  it  is  a  corporation  organized  luider  the 
laws  of  the  State  of  California. 

4.  All  of  the  transactions  herein  involved  oc- 
curred in  the  Coim.ty  of  Los  Angeles,  in  the  State 
and  Southern  District  of  California,  and  within  the 
jurisdiction  of  this  Court. 

5.  On  the  dates  hereinafter  set  forth,  the^  follow- 
ing checks  were  drawn  on  the  Treasurer  of  the 
United  States  by  H.  Rogers^  Regional  Disbursing 
Officer,  symbol  415,  U.  S.  Treasury  Department: 

Check  No.  Date  Amount  Symbol                   Payee 

11,098,392  3-]  6-49  S119.70         415  Lonnie   D.   Ashford 

11,098,440  3-16-49  170.60         415  Raymond  P.  Cortez 

11,050,701  3-11-49  223.30         415  Paul    S.    Crawford 

Photostatic  copies  of  said  checks  are  annexed  to 
plaintiff's  complaint. 

6.  Prior  to  the  issuance  of  said  checks,  one  or 
more  persons  unknown  to  both  plaintiff  and  defend- 
ant, but  using  the  names  Lonnie  D.  Ashford,  Ray- 
mond P.  Cortez  and  Paul  S.  Crawford,  filed  with 
plaintiff  income  tax  returns  in  each  of  said  names 
showing  overpayments  of  income  tax  as  follows: 

Name  Inserted  in  Return  Amount  Claimed  as  Overpayment 

Lonnie  D.  Ashford  $119.70 

Raymond  P.  Cortez  170.60 

Paul  S.  Crawford  223.30 
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7.  Upon  receipt  of  said  retums  and  without  first 
eheicking  its  records  to  ascertain  wJaetiier  the  taxes 
claimed  in  said  returns  to  have  been  paid  to  plain- 
tiff had  in  fact  been  paid,  and  relying  upon  said  re^ 
turns  which  were  false  anid  fraudulent,  plaintiff 
issued  the  three  checks  described  in  its  Complamt 
on  the  dates  set:  forth  in  paragraph  5  hereof,  said 
checks  being  drawn  on  the  Treasurer  of  the  United 
States  by  H.  Rogers,  Regional  Disbursing  Officer, 
symbol  415,  U.  S.  Treasury  Department. 

8.  After  said  checks  were  issued,  plaintiff  caused 
the  same  to  be  mailed  to  the  respective  payees  at 
the  addresses  of  said  payees  as  set  out  in  said  re- 
turns. 

9.  Each  of  said  checks  was  endorsed  by  the  per- 
son who  signed  the  tax  return  showing  the  overpay- 
ment, tO'  cover  which  the  check  was  issued.  Said 
checks  were  then  negotiated  through  various  chan- 
nels and  in  the  course  of  business  were:  deposited 
in  defendant  bank ;  in  due  coursei  the  bank  endorsed 
said  checks  "All  prior  endorsements  guaranteed" 
and  presented  them  for  payment,  and  they  were 
paid  by  the  government's  fiscal  agent. 

10.  Upon  discovery  that  a  fraud  had  been  com- 
mitted, on  or  about  October  18,  1949,  plaintiff  gave 
notice  to  defendant  and  demanded  the  return  of  the 
amount  of  said  checks.  Defendant  refused  tO'  com- 
ply with  such  demand. 

From  the  foregoing  Findings  of  Fact  the  Court 
[19]  makes  t-he  following  Conclusions  of  Law: 
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Conclusions  of  Law 

1.  This  Court  has  jurisdiction  over  thei  subject 
matter  hereof  and  of  the  parties  hereto  pursuant  to 
Title  28  United  States  Code,  Sections  1345  and 
1348. 

2.  The  defendant  bank  is  not  liable  to  the  plain- 
tiff upon  its  guaranty  of  all  prior  endorsements  a;s 
such  prior  endorsements  were  not  forged  endorse- 
ments as  claimed  by  plaintiff. 

3.  The  United  States  of  America  is  therefore  not 
entitleid  to  judgment  against  the  defendant  bank  as 
contended  in  the  prayer  of  the  Complaint,  and  the 
defendant  is  entitled  to  judgment  in  its  favor  and 
against  the  United  States  of  America. 

Judgment 

In  accordance  with  the  foregoing  Findings  of 
Fact  and  Conclusions  of  Law,  It  is  Ordered,  Ad- 
judged and  Decreed: 

1.  That  plaintiff.  United  States  of  America,  take 
nothing  by  its  said  action,  and  that  judgment  be 
and  the  same  is  hereby  entered  in  favor  of  de- 
fendant California  Bank,  a  corporation,  against 
plaintiff. 

Dated  at  Los  Angeles,  California,  this  11th  day 
of  June,  1958. 

/s/  WM.  M.  BYRNE, 

United  States  District  Judge. 
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Ax:>proved  as  to  form: 

LAUaHLIN  E.  WATERS, 
United  States  Attorney, 

RICHARD  A.  LAYINE, 
Assistant  U.  S.  Attorney, 
Cliief  of  Ci^n.1  Division, 

BURTON  C.  JACOBSON, 

Assistant  U.  S.  Attorney, 

/s/  By  BURTON  C.  JACOBSON, 

Assistant  U.  S.  Attorney.   [21] 

[Endorsed]  :  Filed  and  Entered  June  12,  1958. 
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NOTICE  OF  APPEAL 

Notice  is  hereby  given  that  tlie-  Urdted  States  of 
America.,  the  plaintiff  above-named,  hereby  appeals 
to  the  United  States  Court  of  Appeals  for  the 
Ninth  Circuit  from  the  final  judgment  entered  in 
this  action  on  June  12,  1958. 

Dated  at  Los  Angeles,  California,  this  25th  day 
of  July,  1958. 

LAUCHLIN  E.  WATERS, 

United  States  Attorney, 
RICHARD  A.  LAVINE, 
Assistant  U.  S.  Attorney, 
Chief,  Civil  Di^dsion, 
/s/  BURTON  C.  JACOBSON, 
Assistant  U.  S.  Attorney, 
Attorneys  for  Plaintiff.  [22] 
[Endorsed] :  Filed  July  25,  1958. 
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[Title  of  District  Court  and  Caiise.] 

CERTIFICATE  BY  CLERK 

I,  Joihii  A.  Childress,  Clerk  of  the  above-entitled 
Court,  hereby  certify  that  tlie  items  listed  below 
constitute  the  transcript  of  record  on  appeal  to  the 
United  States  Court,  of  Appeals  for  the  Ninth  Cir- 
cuit, in  the  above-entitled  matter: 

A.  The  foregoing  pages  numbered  1  to  26,  inclu- 
sive, containing  the  original: 

Complaint. 

Answer. 

Stipulation  admitting  Pacts  and  Order. 

Findings  of  Fact,  Conclusions  of  Law  and  Judg- 
ment. 

Notice  of  Appeal. 

Designation  of  Record  on  Appeal. 

I  further  certify  that  my  fee  for  preparing  the 
foregoing  record,  amounting  to  $1.60,  has  not  been 
paid  by  appellant. 

Dated:  August  27,  1958. 

JOHN  A.  CHILDRESS, 

Clerk, 
/s/  By  WM.  A.  WHITE, 

Deputy  Clerk. 
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[Endorsed] :  No.  16163.  United  States  Court  of 
Appeals  for  the  Ninth  Circuit.  United  States  of 
America,  Appellant,  vs.  California  Bank,  Appellee. 
Transcri]Dt  of  Record.  Appeal  from  the  United 
States  District  Court  for  the  Southern  District  of 
California,  Central  Division.  Filed  and  Docketed: 
August  28,  1958. 

/s/  PAUL  P.  O'BRIEN, 

Clerk  of  the  United  States  Couri.  of  Aiipeals  for  the 
Ninth  Circuit. 
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United  States  Court-  of  Appeals 
for  the  Nintli  Circuit 

CA  No.  16163 

UNITED  STATES  OF  AMERICA, 

Appellant, 

vs. 

CALIFORNIA  BANK  OF  LOS  ANOELES,  a 
corporation,  Appiellee. 

APPELLANT'S  STATEMENT  OF  POINTS  ON 
APPEAL  AND  DESIONATION  OF  REC- 
ORD TO  BE  PRINTED 

The  appellant  hereby  designates  the  following 
Points  on  Appeal  in  the  ajbove-entitled  matter: 

1.  The  district  court  erred  in  holding  that  de- 
fendant bank  was  not  liable  tO'  thei  United  Stateis 
upon  its  guarantee!  or  prior  endorsements. 

2.  The  district  court  erred  in  entering  judgment 
for  defendant  bank. 

Appellant  Hereby  Designates  the  following  rec- 
ord to  ]>e  printed  in  tlie  above-entitled  matter: 

1.  Complaint  for  money  on  forged  checks 
(Treasury),  filed  August  25,  1955,  including  the 
check  to  the  order  of  Lonnie  D.  Ashford  which  is 
part  of  Exhibit  A  to  the  complaint. 

2.  Answer,  filed  July  2,  1956. 
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3.  Stipulation  admitting  facts  and  order,   filed 
May  12,  1958. 

4.  Findings  of  fact,  conclusions  of  law  and  judg- 
ment, filed  June  12,  1958. 

5.  Notice  of  appeal. 

Dated:  This  3rd  day  of  September,  1958. 

LAUGTHLIN  E.  WATERS, 

United  States  Att;omey, 

RICHARD  A.  LAVINE, 

Assistant  U.  S.  Attorney, 
Cliief ,  Civil  Division, 

/s/  BURTON  C.  JACOBSON, 

Assistant  U.  S.  Attorney, 
Attorneys  for  Appellant. 

Affidavit  of  Service  by  Mail  Attached. 

[Endorsed] :  Filed  September  10',  1958.    Paul  P. 
O'Brien,  Clerk. 
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United  States  District  Court,  Soutiiem  District 
of  California,  Central  Division 

Civil  No.  18658-T 

UNITED  STATES  OF  AMERICA, 

Plaintiff, 

vs. 

BANK  OF  A^IERICA  OF  LOS  ANOELES,   a 

National  Trust  and  Savings  Association, 

Defendant. 

COMPLAINT  FOR  MONEY  ON  FORGED 
CHECKS  (TREASURY) 

Coines  now  the  United  States  of  America,  plain- 
tiff above  named,  and  for  cause  of  action  against 
the  defendant  above  named  complains  and  alleges 
as  follows: 

I. 

That  this  is  a  suit  of  a  civil  nature,  commenced 
by  the  United  States  of  America,  and  this  Court 
has  jurisdiction  of  this  action  by  viriue  of  the  pro- 
visions of  Title  28,  §  1345,  United  States  Code. 

II. 

That  during  all  times  herein  mentioned  United 
States  of  America  was  and  now  is  a  cor[wration 
sovereign. 

III. 

That  the  defendant.  Bank  of  America  of  Los  An- 
geles, at  [2]  all  times  herein  mentioned  Avas  and 
now  is   a  national  trust  and  savings  association, 
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transacting  business  in  the  County  of  Los  Angeles, 
State  of  California. 

IV. 

That  all  of  the  transactions  herein  involved  oc- 
cuiTod  in  the  County  of  Los  Angeles,  in  the  State 
and  Southern  District  of  California,  and  wdthin  the 
jurisdiction  of  this  Court. 

V. 

That  the  defendant  above  named  is  indebted  to 
the  plaintiff  in  the  sums  hereinafter  set  forth,  with 
interest  thereon  at  the  rate  of  six  per  cent  per 
annum  from  the  dates  hereinafter  set  forih  ox)posite 
said  siuns: 


;158.26 

4-  7-49 

$120.95 

3-28-49 

265.25 

:M8-49 

220.45 

3-16-49 

225.10 

3-16-49 

150.05 

4-23-49 

201.02 

3-21-49 

upon  a  written  contract  of  guarantee  and  for  money 
paid  by  mistake  under  the  following  circmnstances : 

VI. 

That  on  the  dates  hereinafter  set  forih  checks 
were  drawn  on  the  Treasurer  of  the  United  States 
by  A.  H.  Holland  and  H.  Rogers,  Regional  Dis- 
bursing Officers,  Symbols  412  and  415,  respectively, 
U.  S.  Treasury  Department,  payable  to  the  order 
of  the  payees  hereinafter  listcxi,  photostatic  copies 
of  which  checks  are  annexed  hereto  and  marked 
"  Exhibit  A"  and  made  a  part  hereof  by  reference ; 
that  the  following  list  sets  forth  the  check  munber, 
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the  date  of  issuance,  tlie  amount,  symbol  and  name 
of  payee:   [3] 


Check  No. 
10,434,5]  8 
10,997.314 
10,976.154 
11,046,7Q5 
11,115.261 
10,303,674 
10.259.475 


Date         Amount      Symbol 


3-18-49 
3-  7-49 
3-  1-49 
3-10-49 
3-16-49 
3-  4-49 
3-22-49 


S158.26 
265.25 
225.10 
201.02 
120.95 
220.45 
150.05 


412 
415 
415 
415 
415 
412 
415 


Payee 
Jessie   C.   Cross 
Leonard  J.   Day 
Charles  T.   Elbert 
Joseph    R.    Hubbard 
Stephen   K.   Lannode 
John   E.   Lewis 
L.G.&  R.Y.Valentine 


VII. 


That  on  the  dates  listed  in  paragTaph  V  above 
the  defendant,  Bank  of  America  of  Los  Angeles, 
X.T.(&  S.A.,  x>i'^sented  said  checks  to  the  plaintiff, 
through  the  Los  Angeles  Branch  of  the  Federal 
Reserve  Bank  of  San  Francisco,  fiscal  agent  of  the 
Treasiu'er  of  the  United  States,  with  the  names  of 
the  payees  listed  iii  paragraph  VI  al)ove  wiitten 
upon  the  backs  thereof,  and  ^^4th  the  endorsements 
thereon  of  the  defendant.  Bank  of  America  of  Los 
Angeles,  N.T.&  S.A.,  in  the  niamier  and  words  and 
figures  as  shown  on  the  reverse  side  of  said  "Ex- 
hibit A'',  said  defendant's  aforesaid  endoi'sement, 
including  the  words  "Prior  Endorsements  Guaran- 
teed". 

VIII. 

That  thereupon  the  plaintiff,  tlu'ough  the  said 
Federal  Reseiwe  Bank  of  San  Francisco,  relying 
upon  the  said  guarantees  by  the  defendant.  Bank 
of  America,  of  Los  Angeles,  N.T.ife  S.A.,  that  the 
names  written  uxwn  the  ]>acks  of  said  check  were 
the  genuine  signatures  and  endoi*sements  of  the 
payees,  and  relying  upon  the  repi-esentation  hy  the 
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said  defendant  that  it  had  valid  title  to  said  checks, 
paid  the  amounts  thereof  tO'  the  defendant,  Bank 
of  Ameiica  of  Los  Angeles,  N.T.&  S.A. 

IX. 

That  the  said  names  of  the  payees  set  forth  in 
paragi-aph  VI  above  were  the  names  of  fictitious 
and  nonexistent  persons;  that  the  plaintiff  had  no 
knowledge  of  the  foregoing  either  at  the'  time  the 
aforesaid  checks  were  issued  or'  at  thei  time  plain- 
tiff paid  the  amount  thereof  to  the  defendant,  as 
aforesaid.  [4] 

X. 

That  the  names  of  the  said  payees  endorsed  upon 
the  aforesaid  checks  were  forged  aad  had  been 
wrongfully  and  fraudulently  written  upon  the  same 
by  persons  other  than  the  named  payees  who  were 
fictitious  and  nonexistent  iDersons,  as  aforesaid. 

XI. 

That  the  payments  of  said  checks  paid  by  the 
plaintiff  to  thei  defendant  as  described  m  paragraph 
VIII  of  this  complaint  were  made  ujider  a,  mistake 
of  fact  and  without  knowledge  that  the  signatures 
of  the  said  payees  thereon  had  been  forged  upon 
the  back  of  said  cheicl-^s,  and  that  the  said  payees 
were  fictitious  and  nonexistent  persons. 

XII. 

That  the  names  of  the  payees  written  upon  the 
backs  of  said  checks  were  not  the  genuine  signa- 
tures and  endorsements  of  payees  named  upon  the 
face  of  said  checks,  nor  did  said  defendant  receive 
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said  checks  from  the  payees  thereon  named;  in 
truth  and  in  fact  the  purported  endorsements^  were 
forgeries  and  the  defendant,  Bank  of  America  of 
Los  Angeles,  N.T.&  S.A.,  when  it  presented  said 
checks  and  received  payment  of  the  amounts 
thereof,  as  aforesaid,  had  no  valid  or  legal  title 
to  said  checks. 

XIII. 
That  upon  discovery  of  the  aforesaid  forgeries 
and  the  want  of  title  of  the  defendant,  Bank  of 
America  of  Los  Angeles,  N.T.cfe  S.A.,  the  plaintiff, 
through  the  said  Federal  Reserve!  Bank  of  San 
Fraaicisco,  gave  notice  thereof  to  the  said  defend- 
ant and  demanded  the  return  of  the  sums  paid  to 
said  defendant  upon  said  cliecks,  but  the  said  de- 
fendant refused  to  repay  to  the  pla,intiff  the  said 
sums  or  any  loart  thereof. 

XIV. 

That  prior  to  the  commencement  of  this  action, 
the  plaintiff  demanded  from  said  defendant  the 
siuns  above  mentioned,  but  the  said  defendant  has 
failed,  neglected  and  refused,  and  [5]  still  fails, 
neglects  and  refuses,  to  repay  to  the  plaintiff  the 
said  sTims  or  any  part  thereof.  The  whole  thereof 
in  the  amounts  listed  in  paragraphs  V  and  VI,  to- 
gether with  interest  thereon  at  the^  rate  of  six  per 
cent  per  annimi  from  the  dates  set  forth  in  para- 
graph V  of  this  complaint,  is  now  due,  owing  and 
unpaid  to  the  plaintiff  from  the  defendant. 

Wherefore,  plaintiff  prays  judgment  against  the 
defendant,  Bank  of  America  of  Los  Angeles,  N.T. 


H 
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&  S.A.,  ill  the  sum  of  $1,341.08,  togetlier  with  inter- 
est thereon  at  the  rate  of  six  per  cent  per  annum, 
and  for  its  costs  incurred  herein,  and  for  such 
other  and  further  relief  as  to  this  Honorable  Court 
may  seem  meet,  just  and  proper  in  the  iDremises. 

LAUGHLIN  E.  WATERS, 

United  States  Attorney, 

MAX  F.  DEU'TZ, 

Assistant  U.  S.  Attorney, 
Chief  of  Civil  Division, 

EDWIN  H.  ARMSTRONG-, 

Assistant  U.  S.  Attorney, 

/s/  EDWIN  H.  ARMSTRONG, 

Attorneys  for  Plaintiff.  [6] 


EXHIBIT   "A" 
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[Title  of  District  Court  and  Cause.] 

ANSWER  OF  DEFEISTDANT 

Comes  Now  the  Defendant  Bank  of  America  Na- 
tional Trust  and  Savings  Association  and  in  an- 
swer to  the  complaint  on  file  herein,  admits.,  denies 
and  alleges  as  follows: 

I. 

In  answer  to  Paragraph  V,  defendant  denies  gen- 
erally and  specifically  each  and  every  allegation 
therein  contained.  Defendant  denies  that  it  is  in- 
debted to  plaintiff  in  any  siun  whatsoever. 

II. 

Denies  generally  and  specifically  each  and  every 
allegation  contained  in  Paragraph  YIII  except  that 
defendant  admits  that  the  amoimts  of  said  checks 
were  paid  to  this  defendant.  [10] 

III. 

That  defendant  is  without  information  or  belief 
sufficient  to  enable  it  to  answer  and  on  that  groimd, 
denies  generally  and  specifically  each  and  every 
allegation  contained  in  Paragraphs  IX,  X,  XI 
and  XII. 

IV. 

Denies  generally  and  specifically  each  and  every 
allegation  contained  in  Paragraph  XIII  except  that 
defendant  admits  tha-t  plaintiff  demanded  the  re- 
turn of  the  sums  paid  and  that  defendant  refuses 
to  pay  same. 

V. 

In  answer  to  Paragraph  XIV,  defendant  denies 
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that  any  smn  whatsoever  is  due  and  owing  from 
this  defendant  to  plaintiff. 

For   a  First  Affirmative:  Defense,   Defendant   Al- 
leges : 

I. 
That  plaintiff  is  e:stopped  to  assert  any  claim 
against  this  defendant  arising  out  of  the  payment 
by  plaintiff  to  defendant  of  the  amoiuits  of  said 
checks  referred  to  in  ]olamtiff^s  complaint. 

II. 

That  the:  facts  and  circumstances,  out  of  which 
said  estoppel  arise  are  as  follows: 

III. 

That  the  defendant  is  informed  and  believes,  and 
on  such  information  and  l^elief  alleges  that  a  per- 
son or  persons  whose  name  is  or  names,  are  un- 
known to  this  defendant  filed  fraudulent  and  false 
tax  returns  or  fraudulent  and  false  claims,  for  tax 
refimds  in  the  fictitious  names  of  the  persons  named 
as  payees  in  the  checks  described  in  plaintiff's  com- 
plaint. That  thereafter  the  Treasury  Depariment 
negligently  and  witliout  any  investigation  whatso- 
ever into  tiie  genuineness  or  bona  fides,  of  said  [11] 
returns  or  claims  issued  said  ciiecks  in  tiie  names 
of  the  payees  as  set  forth  in  plaintiff's  complaint 
which  names  were  the  same  as  those  in  the  respec- 
tive false  returns  or  claims.  That  tbe  negligence 
of  the  Treasury  Depai-tment  in  issuing  said  checks 
was  and  is  the  proximate  cause  of  any  damage  suf- 
fered by  plaintiff. 
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For  a  Second  Affirmative  Defense,  Defendant  Al- 
leges : 

I. 
That  defendant  is  informed  and  l)elieves  and  on 
such  infonnation  and  belief  alleges  that  a  person 
or  persons  whose  name  is  or  names  are  imlvnoAvn 
to  this  defendant  filed  tax  returns  or  claims  for 
refimds  imder  the  aliases  and  in  the  names  of  vari- 
ous fictitious  and  non-existing  persons  as  an  im- 
postor or  impostors.  That  the  names  imder  which 
said  returns  or  claims  were  filed  are  the  names  set 
forth  in  plaintiff's  comx)laint  as  the  names  of  the 
payees  on  the  checks  issued  by  the  Treasury  De- 
partment. That  said  checks  referred  tO'  in  plaintiff's 
complaint  were  issued  by  the  Treasury  Department 
to  the  person  or  persons  filing  said  returns  or 
claims  under  the  aliases  or  fictitious  names  used  by 
said  person  or  persons  filing  said  returns  or  claims 
and  that  the  person  or  persons  under  the'  aliases 
or  fictitious  names  as  an  impostor  or  impostors  was 
or  were  the  person  or  persons  intended  by  the 
Treasury  Department  to  receive  said  checks  and 
that  said  person  or  persons  did  receive  said  checks 
and  did  endorse  said  checks  luider  the  aliases  or 
fictitious  names  and  that  said  endorsements  are  not 
forgeries. 

For  a  Third  Affirmative  Defense,  Defendant  Al- 
leges : 

I. 
That  the  facts  alleged  in  the  complaint  on  file 
herein  occurred  during  the  months  of  March  and 
April,  1949.  That  the  [12]  complaint  on  file  herein 
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was  filed  on  the  25tli  day  of  August,  1955.  That, 
therefore,  said  action  and  the  whole  thereof  is 
barred  by  the  pro^dsions  of  Title  31,  United  States 
Codes,  Section  129. 

For  a  Foui-th  Affirmative  Defense,  Defendant  Al- 
leges : 

I. 
That  said  action  and  the  whole  thereof  is  barred 
by  the  laches  of  plaintiff. 

Dated  this  16th  day  of  November,  1955. 

HUGO  A.  STEINIIEYER  and 
GEO.  L.  BECKWITH, 
/s/  By  GEO.  L.  BECKWITH, 

Attorneys  for  Defendant.  [13] 

Affidavit  of  Service  by  Mail  Attached.  [14] 

[Endorsed]  :  Filed  November  16,  1955. 


[Title  of  District  Court  and  Cause.] 

STIPULATION  OF  FACTS  AND  ORDER 

It  Is  Hereby  Stipulated,  subject  to  approval  of 
the  Court,  by  and  between  Laughlin  E.  Waters, 
United  States  Att.omey,  Richard  A.  Lavine  and 
Burton  C.  Jacobson,  Assistant  United  States  Attor- 
neys, counsel  for  plaintiff,  and  Hugo  A.  Steimneyer 
and  Geo.  L.  BeckAvith,  attorneys  for  defendant,  that 
the  following  facts  are  admitted : 

I. 

On  the  dates  hereinafter  set  forth,  the  folloAving 
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checks  were  drawn  on  the  Treasurer  of  the  United 
States  by  A.  H.  Holland  and  H.  Rogers,  Regional 
Disbursing  Officers,  symbols  412  and  415 :  [15] 

Check  No.  Date  Amount  Symbol             Payee 

10,434,518  3-18-49  $158.26  412  Jessie   C.   Cross 

10.997,314  3-  7-49  265.25  415  Leonard  J.  Day 

10,976,154  3-  4-49  225.10  415  Charles   T.   Elbert 

11,046,795  3-10-49  201.02  415  Joseph    R.    Hubbard 

11,115,264  3-16-49  120.95  415  Stephen  K.   Lannode 

10,303,674  3-  4-49  220.45  412  John  E.  Lewis 

10,259,475  3-22-49  150.05  415  L.G.&  R.Y.Valentine 

Photostatic  copies  of  said  checks  are  annexed  to 
plaintiff's  complaint  and  are  by  reference  made  a 
joart  hereof. 

II. 

Said  checks  were  presented  and  paid  as  alleged 
in  Paragraph  VII  of  plaintiff's  complaint. 

III. 

Prior  to  the  Issuance  of  said  checks,  one  or  more 
persons  unknown  to  both  plaintiff  and  defendant 
by  using  the  names  Jessie  C.  Cross,  Leonard  J.  Day, 
Charles  T.  Elbert,  Joseph  R.  Hubbard,  Stephen  K. 
Lannode,  John  E.  Lewis  and  L.  C  &  R.  Y.  Valen- 
tine filed  with  plaintiff  income  tax  returns  in  each 
of  the  said  names  showing  overpayments  of  income 
tax  as  follows: 

Name  Inserted  in  Return  Amount  Claimed  as  Overpayment 

Jessie  C.  Cross  $158.26 

Leonard  J.  Day  265.25 

Charles  T.  Elbert  225.10 

Joseph  R.  Hubbard  201.02 

Stephen  K.  Lannode  120.95 

John  E.  Le\^ds  220.45 

L.  G.  &  R.  Y.  Valentine  150.05 
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IV. 

Upon  receipt  of  said  retiiiiis  and  without  first 
checking  its  records  tO'  asceirtain  whether  the  taxes 
claimed  in  said  returns  to  have  been  paid  to  plain- 
tiff had  in  fact  been  paid,  and  relying  upon  said 
returns  which  were  false  and  fraudulent,  plaintiff 
[16]  issued  the  seven  checks  described  iii  its  com- 
plaint. 

V. 

After  said  checks  were  issued,  plaintiff  caused 
the  same  to  be  mailed  tO'  the  respective  payees  at 
the  addresses  of  said  payees  as  set  out  in  said  re- 
turns. 

YI. 

Each  of  said  checks  was  endorsed  by  the  person 
who  signed  the  tax  return  showing  the  overpay- 
ment, to  cover  which  the  check  was  issued.  Said 
checks  were  then  negotiated  through  various  chan- 
nels and  in  the  course  of  business  were  deposited 
in  defendant  bank ;  in  due  course  the  bank  endorsed 
said  checks  "All  xorior  endorsements  giiaranteed" 
and  presented  tliem  for  payment,  and  they  were 
paid  by  the  govermiient's  fiscal  agent. 

YII. 

Upon  discoveiy  that  a  fraud  had  been  committed, 
on  or  about  October  14,  1949,  and  Januaiy  11,  1950, 
plaintiff  gave  notice  to  defendaait  and  demanded 
the  return  of  the  amount  of  said  checks.  Defendant 
refused  to  comply  with  such  demand. 

VIII. 

Thei'e   are   no   peii-inent  facts  other  than  those 
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above  mentioned,  pertaining  to  the  issuance,  nego- 
tiation and  payment  of  the  checks  involved  herein 
except  facts  admitted  in  the  pleadings,  and  both 
plaintiff  and  defendant  agree  that  a  trial  as  to  the 
facts  is  not  necessary  and  that  the  Coui't  may  con- 
sider this  matter  as  if  the  same  had  been  tried  and 
all  of  the  above-stated  facts  had  been  found  to  be 
tme. 

IX. 
It  is  agreed  that  this  cause  may  be  submitted  to 
the  Court  for  decision  upon  this  stipulation.   [17] 

Dated:  This  12th  day  of  May,  1958. 

LAUGHLIN  E.  WATERS, 

United  States  Attorney, 

RICHARD  A.  LAYINE, 

Assistant  U.  S.  Attorney, 

/s/  BURTON  C.  JACOBSON, 

Assistant  U.  S.  Attorney, 
Attorneys  for  Plaintiff. 

HUGO  A.  STEINMEYER  and 
GEO.  L.  BECKWITH, 
/s/  By  GEO.  L.  BECKWITH, 

Attorneys  for  Defendant. 

It  is  so  ordered  this  12th  day  of  May,  1958. 

/s/  WM.  M.  BYRNE, 

United.  States  District  Judge.  [18] 

[Endorsed] :  Filed  May  12,  1958. 
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United  States  District  Court,  Southern  District 
of  California,  Central  Division 

Civil  No.  18658-WB 

UISriTED  STATES  OF  AMERICA, 

Plaintiff, 

vs. 

BANK  OF  AMERICA  NATIONAL  TRUST 
AND  SAVINGS  ASSOCIATION,  a  national 
banking  association,  Defendant. 

FINDINGS  OF  FACT,  CONCLUSIONS  OF 
LAW  AND  JUDGMENT  FOR  THE  DE- 
FENDANT 

The  above^entitled  matter  came  on  regularly  for 
pre-trial  hearing  on  the  12th  day  of  May,  1958,  be- 
fore The  Honorable  Wm.  M.  Byrne,  Judge  Presid- 
ing, and  the  plaintiff  having  appeared  and  been 
represented  ]>y  counsel  Laughlin  E.  Waters,  United 
States  Attorney,  Richard  A.  La.^HLne,  Assistant 
United  States  Attorney,  and  Burton  C.  Jacobson, 
Assistant  United  States  Attorney,  by  Burton  C. 
Jacobson,  and  the  defendant  having  appeared  and 
been  represented  hy  coiuisel  Hugo  A.  Steinmeyer 
and  Geo.  L.  Beckmth,  by  Geo.  L.  Beckwith,  and 
the  parties  having,  hy  and  through  their  respective 
ooimsel,  in  writing,  stipulated  to  the  facts  and  said 
stipulation  of  the  facts  having  been  filed  in  and 
made  a  part  of  the  record  in  the  above-entitled 
matter,  and  the  matter  ha,ving  been  submitted  with- 
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out  further  trial,  the  Court  now,  therefore,  makes 
the  following  finding's  of  fact:  [19] 

I. 

On  the  dates  hereinafter  set  forth,  the  following 
checks  were  drawn  on  the  Treasurer  of  the  United 
States  by  A.  H.  Hoiland  and  H.  Rogers,  Regional 
Disbursing  Officers,  symbols  412  and  415: 


Check  No. 

Date 

Amount 

Symbol 

Payee 

10,434,518 

3-18-49 

S158.26 

412 

Jessie   C.   Cross 

10,997,314 

3-  7-49 

265.25 

415 

Leonard  J.   Day 

10,976,154 

3-  4-49 

225.10 

415 

Charles  T.   Elbert 

11,046,795 

3-10-49 

201.02 

415 

Joseph    R.    Hubbard 

11.115,264 

3-16-49 

120.95 

415 

Stephen   K.   Lannode 

10,303,674 

3-  4-49 

220.45 

412 

John   E.  Lewis 

10,259,475 

3-22-49 

150.05 

415 

L.G.&  R.Y.Valentine 

11. 

That  on  the  dates  listed  in  Paragraph  I  above, 
the  defendant  Bank  of  America  National  Trust  and 
Savings  Association  presented  said  checks  to  the 
plaintiff  through  the  Los  Angeles  Branch  of  the 
Federal  Reserve  Bank  of  San  Francisco,  fiscal 
agent  of  the  Treasiu^er  of  the  United  States,  with 
the  names  of  the  payees  listed  in  Paragraph  I 
above  written  upon  the  backs  thereof  and  with  the 
endorsements  thereon  of  the  defendant  Bank  of 
America  N'ational  Trust  and  Savings  Association, 
said  defendant's  endorsement  including  th.Q  words 
'* Prior  endorsements  guaranteed." 

III. 

Prior  to  the  issuance  of  said  checks,  one  or  more 
persons  imknown  to  both  plaintiff  and  defendant, 
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by  using  the  names  Jessie  C.  Cross,  Leonard  J. 
Day,  Charles  T.  Elbert,  Joseph  R.  Hubbard, 
Stephen  K.  Lannode,  John  E.  Lewis  and  L.  G.  & 
R.  Y.  Valentine,  filed  with  plaintiff  income  tax  re- 
turns in  eiach  of  the  said  names  showing  overpay- 
ments  of  income  tax  as  follows:  [20] 

Name  Inserted  in  Return  Amount  Claimed  as  Overpayment 

Jessie  C.  Cross  $158.26 

Leonard  J.  Day  265.25 

Charles  T.  Elbert  225.10 

Joseph  R.  Hubbard  201.02 

Stephen  K.  Lannode  120.95 

John  E.  Leiwis  220.45 

L.  G.  &  R.  Y.  Valentine  150.05 

IV. 

Upon  receipt  of  said  returns  and  without  first 
checking  its  records  to  ascertain  whether  the  taxes 
claimed  in  said  returns  to  have  been  paid  tO'  plain- 
tiff had  in  fact  been  paid,  and  relying  upon  said 
returns  which  were  falsei  and  fraudulent,  plaintiff 
issued  the  seven  checks  described  in  its.  complaint. 

V. 

After  said  checks  were  issued,  plaintiff  caused 
the  same  to  be  mailed  to  the  respective  payees  at 
the  addresses  of  said  payees  as  set  out  in  said 
returns. 

VI. 

Each  of  said  checks  was  endorsed  by  the  person 
who  signed  the  tax  return  shomng  the  overpay- 
ment, to  cover  which  the  check  was  issued.  Said 
checks  were  then  negotiated  through  various  clian- 
nels  and  in  the  course  of  business  were  deposited 
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in  defendant  bank;  in  due  course  tlie  bank  en- 
dorsed said  checks  ''All  prior  endorsements  guar- 
anteed" and  presented  tliem  for  payment,  and  they 
were  paid  by  the  government's  fiscal  agent. 

VII. 

Upon  discovery  that  a  fraud  had  been  com- 
mitted, on  or  about  October  14,  1949,  and  January 
11,  1950,  plaintiff  gave  notice  to  defendant  and  de- 
manded the  return  of  the  amoimt  of  said  checks. 
Defendant  refused  to  comply  mth  such  demand. 

From  the  foregoing  findings  of  fact,  the  Court 
makes  the  following  conclusions  of  law: 

I. 

That  the  doctrine  of  the  ''Impostor  Rule"  is  ap- 
plicable in  this  case  and  the  endorsementsi  of  the 
payees'  names  on  said  checks  are  not  forgeries  and 
that  the  plaintiff  United  States  of  America  is  not 
entitled  to  judgment  and  judgment  should  be  en- 
tered for  the  defendant  Bank  of  America  National 
Trust  and  Savings  Association. 

In  accordance  with  the  foregoing  findings  of  fact 
and  conclusions  of  law.  It  Is  Hereby  Ordered,  Ad- 
judged and  Decreed  that  judgment  be  entered  for 
the  defendant  Bank  of  America  National  Trust  and 
Savings  Association. 

It  is  so  ordered. 

Dated  this  3rd  day  of  Jime,  1958. 

/s/  WM.  M.  BYRNE, 
Judge. 
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Approved  as  to  form. 

LAUGHLII^  E.  WATERS, 

United  States  Attorney, 
RICHARD  A.  LAVINE, 

Assistant  U.  S.  Attorney, 
BURTON  C.  JACOBSOISr, 

Assistant  U.  S.  Attorney, 
/s/  By  BURTON  C.  JACOBSON. 

Dated  this  2nd  day  of  Jime,  1958.  [22] 

[Endorsed] :  Filed  and  Entered  June  3,  1958. 


[Title  of  District  Court  and  Cause.] 

NOTICE  OF  APPEAL 

Notice  is  hereby  given  that  the  United  States  of 
America,  the  plaintiff  above-named,  hereby  appeals 
to  the  United  States  Court  of  Appeals  for  the  Ninth 
Circuit  from  the  final  judgment  entered  in  this 
action  on  June  3,  1958. 

Dated  at  Los  Angeles,  California,  this  25th  day 
of  July,  1958. 

LAUGHLIN  E.  WATERS, 

United  States  Attorney, 
RICHARD  A.  LAYINE, 
Assistant  U.  S.  Attorney, 
Chief,  Civil  Division, 
/s/  BURTON  C.  JACOBSON, 
Assistant  U.  S.  Attorney, 
Attorneys  for  Plaintiff.  [23] 

Affidavit  of  Service  by  Mail  Attached.  [24] 
[Endoi-sed] :  Filed  July  25,  1958. 
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[Title  of  District  Court*  and  Cause.] 

CERTIFICATE  BY  CLERK 

I,  John  A.  Childress,  Clerk  of  the  aibove-entitled 
Court,  hereby  certify  that  the  items  listed  below 
constitute  the  transcript  of  record  on  appeal  to  the 
United  States  Court  of  Appeals  for  the  Ninth  Cir- 
cuit, in  the  above-entitled  matter: 

A.  The  foregoing  pages  niunbered  1  to  27,  inclu- 
sive, containing  the  original: 

Complaint. 

Answer. 

Stipulation  of  Facts  and  Order. 

Findings  of  Fact,  Conclusions  of  Law  and  Judg- 
ment. 

Notice  of  Appeal. 

Designation  of  Record  on  Appea,l. 

I  further  certify  that  my  fee  for  preparing  the 
foregoing  record,  amounting  to  $1.60,  has  not  been 
paid  by  appellant. 

Dated:  August  27,  1958. 

[Seal]  JOHN  A.  CHILDRESS, 

Clerk, 
/s/  By  WM.  A.  WHITE, 
Deputy  Clerk. 
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[Endorsed] :  No.  16164.  United  States  Court  of 
Appeals  for  the  Ninth.  Circuit.  United  States  of 
America,  Appellant,  vs.  Bank  of  America  National 
Trust  &  Savings  Association,  Appellee.  Transcript 
of  Record.  Appeal  from  the  United  States  District 
Court  for  the  Southern  District  of  California,  Cen- 
tral Division. 

Filed  and  Docketed:  AugTist  28,  1958. 

/s/  PAUL  P.  O'BRIEN, 

Clerk  of  the  United  States  Court  of  Appeals  for  the 
Ninth  Circuit. 


•  United  States  Court  of  Apx)eals 
for  the  Ninth  Circuit 

CA  No.  16164 

UNITED  STATES  OF  A^IERICA, 

Api^ellant, 

vs. 

BANK  OF  AMERICA  NATIONAL  TRUST 
AND  SAYINGS  ASSOCIATION,  a  national 
baiiking  association,  AppeUee. 

APPELLANT'S  STATEMENT  OF  POINTS  ON 
APPEAL  AND  DESIGNATION  OF  REC- 
ORD TO  BE  PRINTED 

The   appellant   hereby   designates  the   following 
Points  on  Appeal  in  the  alcove-entitled  matter: 

1.    The  district  couri  eiTed  in  holdine'  that  de- 
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fendant  bank  was  not  liable  to^  ijhe  United  States 
upon  its  guarantee  of  prior  endorsements. 

2.  The  district  court  erred  in  entering  judgment 
for  defendant  bank. 

3.  The  district  coiui,  erred  in  holding  that  the 
'^ impostor  rule"  is  applicable  to  the  facts  of  this 
case. 

Appellant  hereby  designates  the  following  record 
to  he  printed  in  the  above-entitled  matter: 

1.  Complaint  for  money  on  forged  checks  (Treas- 
ury) filed  August  25,  1955,  including  the  check  to 
the  order  of  John  E.  Lewis  which  is  part  of  Exhibit 
A  to  the  complaint. 

2.  Answer  of  defendant,  filed  N"ove'mber  16,  1955. 

3.  Stipulation  admitting  facts  and  order,  filed 
May  12,  1958. 

4.  Findings  of  fact,  conclusions  of  law  and  judg- 
ment, filed  June  3,  1958. 

5.  Notice  of  appeal,  filed  July  25,  1958. 

Dated:  This  8th  day  of  September,  1958. 

LAUGHLIN  E.  WATERS, 

United  States  Attorney, 
RICHARD  A.  LAVINE, 
Assistant  U.  S.  Attorney, 
Chief,  Civil  Division. 
/s/  BURTON  C.  JACOBSON, 
Assistant  U.  S.  Attorney, 
Attorneys  for  Appellant. 

Affidavit  of  Service  by  Mail  Attached. 

[Endorsed] :  Filed  September  10,  1958.  Paul  P. 
O'Brien,  Clerk. 
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NAIVIES  AND  ADDRESSES  OF  ATTORNEYS 

For  Appellant: 

LAUGHLIN  E.  WATERS, 

United  States  Attorney, 

RICHARD  A.  LAVINE, 

Assistant  U.  S.  Attorney, 
Chief,  Civil  Di^dsion, 

BURTON  C.  JACOBSON, 

Assistant  U.  S.  Attorney, 
600  Federal  Building;, 
Los  Angeles  12,  California. 

For  Appellee: 

FARRAND,  FISHER  &   FARRAND, 
ROSS  C.  FISHER, 
KNOX  FARRAND, 
STEPHEN  M.  FARRAND, 

215  West  eth  Street, 

Los  Angeles  14,  California.  [1]* 


*  Page    numbers    appearing    at    bottom    of    page    of    Original 
Transcript  of  Record. 


United  States  District  iCoiirt,  Soiitherii  District^ 
of  California,  Central  Division 

Civil  ¥o.  18659-HW 

UNITED  STATES  OF  AMERICA, 

Plaintiff, 

vs. 

SECURITY-FIRST  NATIONAL  BANK  OF 
LOS  ANG-ELES,  a  National  Banking  Asso- 
elation.  Defendant. 

COMPLAINT  FOR  MONEY  ON  FORGED 
CHECKS  (TREASURY) 

'Comes  now  the  United  States  of  America,  plain- 
tiff al>ove  named,  and  for  cause  of  action  against 
the  defendant  above  named  complains  and  alleges 
as  follows: 

I. 

That  this  is  a  suit  of  a,  ci^dl  nature,  commenced 
by  the  United  States  of  America,  aiid  this  Court 
has  jurisdiction  of  this^  action  by  ^dii-ue  of  the  pro- 
visions of  Title  28,  §  1345,  United  States  Code. 

11. 

That  during  all  times  herein  mentioned  United 
States  of  America  was  and  now  isi  a,  corporation 
sovereign. 

III. 

That  the  defendant,  Security  -  First  National 
Bank  of  [2]  Los  Angeles,  at  all  times  herein  m.en- 
tioned  was  and  now  is  a  national  banking  associa- 
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tion,   transiietiiis:  business   m   the   Comity   of   Los 
Angeles,  St<ate  of  California. 

IV. 

That  all  of  the  ti'tinsiictions  herein  involved  oc- 
eiirred  in  the  Connty  of  Los  Ajigeles,  in  the  State 
and  Southern  District  of  California,  and  Avithin  the 
jurisdiction  of  this  Coui-t. 

V. 

That  the  defendant  above  named  is  indebted  to 
the  plaintiff  in  the  sums  hereinafter  set  forth,  with 
interest  thereon  at  the  rate  of  six  per  cent  per 
annmn  from  tlie  dates  hereinafter  set  forth  oppo- 
site said  smns: 


$192.76 

1/15/49 

$119.95 

3/24/49 

200.45 

3/26/49 

202.40 

3/31/49 

218.55 

3/31/49 

204.05 

4/  5/49 

206.35 

3/26/49 

132.45 

3/25/49 

123.30 

3/24/49 

187.75 

4/18  49 

151.51 

1/  4,  49 

240.31 

1 ^  4/49 

123.00 

3/25/49 

165.05 

318/49 

109.40 

3/24/49 

231.35 

3  18/49 

193.55 

3/23/49 

183.65 

3/18/49 

131.15 

3/18/49 

126.41 

1/  7/49 

202.02 

1/  7/49 

290.47 

1/  5/49 

217.35 

3/31/49 

155.30 

4/25/49 

139.61 

1/  5/49 

92.70 

4/  5/49 

160.10 

3/18/49 

213.49 

1/  4/49 

192.86 

1/  7/49 

173.73 

1/  5/49 

153.15 

4/  5/49 

233.10 

326^49 

101.40 

3/16/49 

193.91 

1/  7  49 

Security-First  Natioyml  Bank 


158.05 
116.97 
177.85 
207.35 
228.70 
206.25 
201.15 
149.35 
113.14 
139.75 
187.89 
200.10 
132.95 
123.05 
173.00 


3/25/49 
4/  2/49 
4/  5/49 
4/  8/49 
3/31/49 
3/31/49 
3/18/49 
3/26/49 
1/  5/49 
3/24/49 
1/  5/49 
3/31/49 
3/26/49 
3/26/49 
3/23/49 


132.05 
136.80 
100.31 
179.43 
185.30 
211.15 

79.38 
133.10 

84.00 


4/  5/49 
3/16/49 
1/15/49 
1/15/49 

4/18/49 
3/18/49 
1/15/49 

3/18/49 
4/18/49 


upon  a  written  contract  of  guarantee  and  for  money- 
paid  by  mistake  under  the  following  circumstances: 

VI. 

That  on  the  dates  hereinafter  set  forth  checks 
were  drawn  on  the  Treasurer  of  the  United  States 
by  Paul  I).  Banning,  Chief  Disbursing  Officer, 
Symbol  312,  and  by  A.  H.  Holland  and  H.  Rogers, 
Regional  Disbursing  Officers,  Symbols  412  and  415, 
respectively,  U.  S.  Treasury  Department,  payable 
to  the  order  of  the  payees  hereinafter  listed,  photo- 
static copies  of  which  checks  are  annexed  hereto 
and  marked  "Exhibit  A"  and  made  a  part  hereof 
by  reference;  tliat  the  following  list  sets  forth  the 
check  number,  the  date  of  issuance,  the  amoimt, 
symbol  and  name  of  payee: 
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Check  No. 
18,435,026 
10,398,893 
11,058,865 
11,098,442 
11,000,832 
18,372,324 
10,328,967 
11,059,695 
11.036.939 
10,328,969 
18,435.027 
10.393,963 
18,372,326 
10,316,836 
18.435.028 
10.393.985 


Date 

12/23/4<8 
3/16/49 
3/11/49 
3/16/49 
3/  8/49 

12/  6/48 
3/  8/49 
3/11/49 
3/10/49 
3/  8/49 

12/23/48 
3/16/49 

12/  6/48 
3/  7/49 

12/23/48 
3/16/49 


Amount  Symbol                  Payee 

S192.76  312  Homer    C.    Alexander 

200.45  412  Leslie   C.  &  Lila  L.  Allen 

218.55  415  Theodore   F.    Armour 

206.35  415  Ernest   J.    Bell 

123.30  415  James   E.   Brooks 

151.51  312  Steven  H.  Brown 

1-23.00  412  Alsen   C.  Butler 

109.40  415  George  C.  Butler 

193.55  415  Benjamin  D.  Carmena 

131.15  412  Lionel    T.    Frost 

202.02  312  George    C.    Fryer 

217.35  412  Alfred  D.  &  Flora  B.  Haase ! 

139.61  312  Joseph  T.  Harrison 

160.10  412  Melvin    C.    Hartford 

192.86  312  Thomas  C.  Henderson 

153.15  412  George   H.   &   Theresa   P. 
Jefferson 
Ernest   J.    &    Dorothy   J. 
Johnson 

3/11/49          158.05  415  Amos    L.    Johnson 

3/18/49          116.97  412  Jack    T.    Johnson 

3/16/49          177.35  412  Napoleon  F.  &  Ruby  M. 

Jones 

3/25/49          207.35  412  Theodore  L.  &  Bertha  L 

Jones 

3/23/49          228.70  412  Melvin    C.   Kaufman 

3/22/49          206.25  415  L.  J.  &  L.  M.  Kirkland 

3/  8/49          201.15  415  Leon    B.    Lamonica 

3/17/49          149.35  415  Macie  C.  La  Motte 

12/  6/48           113.14  312  Emery    C.    Lewis 

3/  7/49          119.95  412  Sidney    A.    Lipscomb 

3/18/49          202.40  412  James    H.    Mclntyre 

3/18/49          204.05  412  Harold   M.   Manda 

3/  8/49          132.45  412  Roy   C.   Manisco 

3/18/49          187.75  412  Tony   L.   Mareno 

12/  6/48          240.31  312  Olliver  A.  Martin 

3/  8/49          165.05  415  Thomas  R.  Mason 

3/  8/49          231.35  412  Morris   E.   Matthews 

3/  8/49          183.65  412  Paul   R.  Mencer 

12/  6/48          126.41  312  Eugene  Montague 

12/  6/48          290.47  312  Arthur  Mouton 


10,303,449  3/  4/49  101.40        412 


11,053,823 

10.434,520 
10.393,989 

10,507,398 

10,467,124 
10,263,291 
11.012,189 
11,130,502 
18,372,321 
10.322.859 
10,431,300 
10,431,299 
10,328,966 
10,431,301 
18,372,327 
11.006,787 
10.328,970 
10,328.971 
18.372.323 
18.372.325 
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Check  No. 

Date 

Amount 

Symbol 

Payee 

10,259,476 

3/22/49 

155.30 

415 

L.  C.  &  L.  P.  Moyas 

11,098,436 

3/16/49 

92.70 

415 

Claude    C.    Mullins 

]  8,372,328 

12/  6/48 

213.49 

312 

Ernest  Munson 

18,372,322 

12/  6/48 

173.73 

312 

Roosevelt  S.   Nance 

11,115,657 

3/16/49 

233.10 

415 

Charlie  T.   Nash 

18,435,030 

12/23/48 

193.91 

312 

Taney  H.   Peltier 

10,261,110 

3/22/49 

132.05 

415 

E.  I.'  &  G.  T.  Price 

10,303,672 

3/  4/49 

136.80 

412 

John   E.   Quincy 

18,435,029 

12/23/48 

100.31 

312 

Haney  P.   Rester 

18,435,025 

12/23/48 

179.43 

312 

Tileo   C.   Romero 

10,433,673 

3/18/49 

185.30 

412 

Richard    L.   Samuels 

11,004,401 

3/  8/49 

211.15 

415 

James   F.   Smith 

18,435,024 

12/23/48 

79.38 

312 

Dudley  C.  Starks 

10,997,921 

3/  7/49 

133.10 

415 

George  E.  Starks 

10,434.515 

3/18/49 

84.00 

412 

Mannie  C.  Taylor 

11,046,696 

3/10/49 

139.75 

415 

Albert   T.   Thomas 

18,372,320 

12/  6/48 

187.89 

312 

Emanuel    G.   Thomas 

10,481,380 

3/23/49 

200.10 

412 

Leonard  F.  Watson 

10,369,456 

3/14/49 

132.95 

412 

George    Williams 

10,328,972 

3/  8/49 

123.05 

412 

Henry  0.  Williams 

11,050,700 

3/11/49 

173.00 

415 

Singer  D.  Woods 

VII. 

That  on  the  dates  listed  iii  paragraph  Y  above 
the  defendant,  Security-First  National  Bank  of  Los 
Angeles,  presented  said  checks  to  the  plaintiff, 
through  the  Los  Angeles  Branch  of  the  Federal  Re- 
serve Bank  of  San  Francisco,  fiscal  agent  of  the 
Treasurer  of  the  United  States,  mth  the  names  of 
the  payees  listed  in  paragraph  YI  above  written 
upon  the  backs  thereof,  and  with  the  [6]  endorse- 
ments thereon  of  the  defendant,  Security-First  Na- 
tional Bank  of  Los  Angeles,  in  the  manner  and 
words  and  figures  as  shown  on  the  reverse  side  of 
said  "Exhibit  A",  said  defendant's  aforesaid  en- 
dorsement, including  the  words  "Prior  Endorse- 
ments Guaranteed". 
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yiii. 

That  thereupon  the  plaintiff,  through  the  said 
Federal  Reserve  Bank  of  San  Francisco,  relying 
upon  the  said  guarantees  hy  the  defendant,  Secur- 
ity-First National  Bank  of  Los  Angeles,  that  the 
names  written  upon  the  backs  of  said  checks  were 
the  genuine  signatures  and  endorsements  of  the 
payees,  and  I'elying  upon  the  representation  by  the 
said  defendant  that  it  had  valid  title  to  said  checks, 
paid  the  amounts  thereof  to  the  defendant,  Secur- 
ity-First National  Bank  of  Los  Aiigeles. 

IX. 

That  the  said  names  of  the  payees  set  forth  in. 
para.gi'aph  VI  above  were  the  names  of  fictitious 
and  nonexistent  persons;  that  the  plaintiff  had  no 
knowledge  of  the  foregoing  either  at  the  time  the 
aforesaid  checks  were  issued  or  at  the  time  plain- 
tiff paid  the  amomit  thereof  to  the  defendant,  as 
aforesaid. 

X. 

That  the  names  of  the  said  payees  endorsed  upon 
tlie  aforesaid  checks  were  forged  and  had  been 
wrongfully  and  fraudulently  ^viitten  upon  the  same 
by  persons  other  than  the  named  payees  who  were 
fictitious  and  nonexistent  persons,  as  aforesaid. 

XI. 

That  the  payments  of  said  checks  paid  by  the 
plaintiff  to  the  defendant  as  described  in  paragi'aph 
VIII  of  this  complaint  were  made  imder  a  mistake 
of  fact  and  Avithout  knoAvledge  that  the  signatures 
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of  the  said  payees  thereon  had  been  forged  upon 
the  [7]  back  of  said  checks,  and  that  the  said  pay- 
ees were  fictitious  and  nonexistent  persons. 

XII. 

That  the  names  of  the  payees  written  upon  the 
backs  of  said  checks  were  not  the  genuine  signa- 
tures and  endorsements  of  payees  named  upon  the 
face  of  said  checks,  nor  did  said  defendant  receive 
said  checks  from  the  payees  thereon  named;  in 
truth  and  in  fact  the  proported  endorsements  were 
forgeries  and  the  defendant,  Security- First  Na- 
tional Baiilv  of  Los  Angeles,  when  it  presented  said 
checks  and  received  payment  of  the  amounts  thereof, 
as  aforesaid,  had  no  ^'alid  or  legal  title  to  said 
checks. 

XIII. 

That  upon  discoA'ery  of  the  aforesaid  forgeries 
and  the  want  of  title  of  the  defendant,  Security- 
First  National  Bank  of  Los  Angeles,  the  plaintiff, 
through  the  said  Federal  Reserve  Bank  of  San 
Francisco,  gave  notice  thereof  to  the  said  defend- 
ant and  demanded  the  return  of  the  sums  paid  to 
said  defendant  upon  said  checks,  but  the  said  de- 
fendant refused  to  repay  to  the  plaintiff  the  said 
sums  or  any  part  thereof. 

XIY. 

That  ijrior  to  the  commencement  of  this  action 
the  plaintiff  demanded  from  said  defendant  the 
sums  above  mentioned,  but  the  said  defendant  has 
failed,  neglected  and  refused,  and  still  fails,  neglects 
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and  refuses,  to  repay  to  the  plaiiitii^  the  said  sums 
or  any  part  thereof.  The  whole  thereof  in  the 
amounts  listed  in  paragraphs  V  and  Yl,  together 
^;vith  interest  thereon  at  the  rate  of  six  per  cent 
per  amium  from  the  dates  set  forth  in  paragraph 
T  of  this  con:jplai?it.  is  now  due,  owing  and  impaid 
to  the  plaintiiL  from  the  defendant.   [8] 

TTherefore,  x^laintiii  prays  judgment  against  the 
defendant,  Securit^'-First  Xational  Bank  of  Los 
.Ijigeles,  in  the  sum  of  $9,719.15.  together  with  in- 
terest thei-eon  at  the  rate  of  six  per  cent  per  an- 
num, and  for  its  costs  incurred  herehi,  and  for  such 
other  and  further  rehef  as  to  this  Honorable  Court 
may  seem  meet,  just  and  proper  in  the  premises. 

LAUaHLIX  E.  WATERS, 
United  States  Attorney, 

:^IAX  F.  DEUTZ, 

Assistant  U.  S.  Attorney, 
Chief  of  Civil  Division, 

EDWIX  H.  AEMSTROXG, 
Assistant  U.  S.  Attorney, 

/s/  EDTTIX  H.   ARMSTRONG, 
Attorneys  for  Plaititiff.  [9] 


EXHIiJIT   "A" 


SAN  KRAX(ISf0.tAI,IF.. 


iiU>M (iTkuSiniJTi  i  Irliili^^ 


^     TIIROH;H  FEDERAL  RESERVE  BANK  01-  SAN  FRANCISCO  ^^  DEC  23    1948 

^    iv\Y- "••  ••  13i-'Doi->-^'^  s<*^cTs       ^»"«-j'>19  2.76« 

TO  THE 

ORDER  OF     HOIiiE  C  iOiXiUJDER  '*W     ' 

■  1711  WEST  JEFTORSON  bLVD 

I  LOS  ANGBLKS  CiUIF 


73^^cm  msuasiH  irncti  <¥ 


DO  NOT  FOLD.  SPINDLE  OR  MUTILATE 


KNOW     vol  R    ENDORSER  ■  -    REyTIKI:    IDFNTim  ATION 


z 


Exhi-it   "A" — (Continued} 


SAN  FRANCISCO,  CALIF.,                       I '  I  SL>  1Q    ^93     QQO 

)%HBiiiiijifllfr^bihiliMili> 

*TBnOVGB  FBDBBAL  HESESVE  BANK  OF  SAN  FBANCWCO  ^  |UR    16   1949 

PAYS***  200doi_i.ars45cts  ^  ^f  ^.»  2  0  0  .4  5  * 

*  OP      LKSUE  C  &  UIA   L  ALLBK  FAXG 
1711  WEST  JEFFERSON  bLVD 

LOS   ANC}ii:L.:S   7      CALIF  


O  NOT  FOLD.  SPINDLE  fiR  MUTILATE 


TOURENDORSER  -  -   REQUIRE  IDENTinCATlON 


I 


JLtl 


SAN  FRANCISCO. CALIF.,  ^     '/  7  10,393,985 

)  %ranEiif  tlirlbibliiMidnf 

Through  federal  reserve  bank  of  san  francisoo  n^  lUR  16  1949 

PAYS^-:f-I^15  3DOl.UARSl5cTS  S***l  53.15* 


"OP      GffiOSSE  H  Sc  THBRB3A  P  JEPPER30H 
1711  WSSr  JEFPSRSON  3LVD 
I    LCB    AU2EULS  7     CALIF  .     . 


_00  NOT  FOLD.  SPINDLE  OR  MUTILATE^ 


nil'  mi'f^^n^ii 


^?>r 


2x;.ibit   "A" --(Continued) 


SAN  FKANCISCa  CALIF.. 


^^^UiiluiitiiiTTi^miuV^fnr 


H  FEDERAL  RESERVE  BANK  OF  SAN  FRANCISCO ^^        MH    t8   1949 

<»Ave^-«-^-116uoi-i.Aa  S97CTS         *f''-^-'flir}.97''" 

LTHE 

ORDE&  OF  JACK  T  JOHNSOH  ^^^K  ^*'*^     * 

II  224  B  aSTK  3T  ■       .iJMlSlg^ 

I  '  LOS  ANGEUS   11       CALIF  M 


179  =HiUUHL  aiSHtKIU  OTFICCII^ 

DO  NOT  FOLD.  SPINDLE  OR  MUTILATE 

KNOW    YOUR   ENDORSER  ■  ■   REQUIRE  IDENTIFirATinM    I  >iio 
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[Title  of  District  Coin*t  and  Cause.] 

ANSWER  OF  DEFENDANT  SECURITY- 
FIRST  NATIONAL  BANK,  A  NATIONAL 
BANKING  ASSOCIATION 

Comes  now  defendant  Security-First  National 
Bank,  a  National  Banking  Association,  and  for 
auwswer  to  plaintiff's  complaint  admits,  denies  and 
alleges  as  follows: 

I. 

Admits  the  allegations  of  paragraph  I  of  plain- 
tiff's complaint  and  alleges  that  this  court  also  has 
jurisdiction  of  this  action  by  virtue  of  the  provi- 
sions of  Title  28,  Section  1348,  United  States  Code. 

II. 

Admits  the  allegations  of  paragraph  II  of  plain- 
tiff's complaint. 

III. 

Admits  the  allegations  of  paragraph  III  of  plain- 
tiff's complaint,  except  that  it  alleges  that  the  name 
of  this  defendant  [30]  has  been  changed  since  the 
filing  of  plaintiff's  complaint  to  Security-First  Na- 
tional Bank,  and  alleges  that  the  true  name  of  this 
defendant  is  now  ''Security-First  National  Bank." 

lY. 

Defendant  here  answering  is  without  knowledge 
or  information  sufficient  to  form  a  belief  as  to  the 
truth  of  the  allegations  of  paragraph  lY  of  plain- 
tiff's complaint. 
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V. 

Denies  the  allegations  of  paragraph  V  of  plain- 
tiff's complaint. 

VI. 

Admits  the  allegations  of  paragraph  VI  of  plain- 
tiff's comi>laint,  and  alleges  in  that  regard  that  each 
and  all  of  the  payees  therein  listed  were  fictitious 
and  nonexistent  persons  but  were  represented  to 
the  Govermnent  as  being  actual  existing  persons 
by  an  impostor  or  impostors  and  were  considered  as 
actual  existing  persons  by  the  Grovernment. 

VII. 

Admits  the  allegations  of  paragraph  VII  of 
plaintiff's  complaint. 

VIII. 

For  answ^er  to  paragraph  VIII  of  plaintiff's 
complaint,  defendant  denies,  each,  every  and  all  of 
the  allegations  contained  and  set  forth  in  said  para- 
graph, except  that  defendant  admits  that  the 
amounts  referred  to  in  said  paragraph  of  plainti:ff's 
complaint  were  paid  to  defendant. 

IX. 

Admits  the  allegations  of  paragraph  IX  of  plain- 
tiff's complaint,  but  in  this  connection  alleges  that 
plaintitt  had  in  its  possession  and  at  its  disposal 
all  the  information  and  means  necessary  to  readily 
ascertain  that  all  such  named  payees  were  fictitious 
and  nonexistent  in  fact,  which  plaintiff  failed  and 
[31]  neglected  to  uiake  use  of. 
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X. 

"Denies  the  allegations  of  paragraph  X  of  plain- 
tiff's complaint,  except  that  defendant  admits  that 
the  payees  named  in  said  checks  were  fictitious  and 
nonexistent  i)ersons,  but  alleges  that  the  actual  per- 
sons endorsing  said  checks  were  the  same  persons 
intended  by  the  Government  to  be  the  payees  in 
said  checks  and  the  same  persons  as  were  intended 
by  the  Government  to  endorse  said  checks. 

XI. 

Denies  the  allegations  of  paragraph  XI  of  plain- 
tiff's complaint,  except  that  defendant  admits  that 
the  said  payees  listed  in  said  checks  were  fictitious 
and  nonexistent  XJersons. 

XII. 

Denies  the  allegations  of  paragraph  XII  of  plain- 
tiff's complaint. 

XIII. 

For  answer  to  paragraph  XIII  of  plaintiff's 
complaint,  admits  that  on  or  about  March  25,  1952 
plaintiff  gave  notice  to  defendant  and  demanded 
the  return  of  the  amount  of  said  checks,  including 
two  other  checks  since  withdrawn  from  claim  by 
the  Government,  and  admits  that  defendant  refused 
and  continues  to  refuse  to  pay  to  the  plaintiff  the 
sums  alleged  in  said  paragraph  XIII  or  any  part 
thereof. 

XIV. 

For  answer  to  paragraph  XIV  of  plaintiff's 
complaint,  admits  and  alleges  that  on  or  about  July 
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29,  1954  plaintiff  demanded  the  return  of  the 
amount  of  said  checks,  and  admits  that  defendant 
refused  and  still  refuses  to  pay  to  plaintiff  the 
amount  of  said  checks  or  any  part  thereof.  Denies 
each,  every  and  all  of  the  other  allegations  of  said 
paragraph.  [32] 

First  Affirmative  Defense 
For  a  separate,  distinct  and  affirmative  defense 
to  plaintiff's  complaint,  defendant  alleges  that  said 
complaint  fails  to  state  a  claim  upon  which  relief 
can  })e  granted  against  the  defendant. 

Second  Affirmative  Defense 
For  a  second  separate,  distinct  and  affirmative 
defense  to  plaintiff's  complaint,  defendant  alleges 
as  follows: 

1.  Defendant  is  informed  and  believes  and  upon 
such  information  and  belief  alleges  that  prior  to 
the  issuance  of  said  checks  referred  to  in  para- 
graph VI  of  plaintiff's  complaint,  one  or  more  per- 
sons then  unknown  to  both  plaintiff  and  defendant 
but  using  the  respective  names  as  are  listed  in  said 
paragraph  VI  as  payees  of  said  checks,  filed  mth 
the  plaintiff  income  tax  returns  in  each  of  said 
respective  names  shomng  overpayments  of  income 
tax  in  the  respective  amomit  as  to  each  payee  set 
forth  in  paragraph  VI  of  plaintiff's  complaint. 

2.  Defendant  is  informed  and  believes  and  upon 
such  information  and  belief  alleges  that  upon  re- 
ceipt of  said  tax  returns  and  without  first  checking 
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its  records  to  ascertain  whether  the  taxes  claimed 
in  said  returns  to  have  been  paid  to  plaintiff  had 
in  fact  ]>een  paid,  and  relying  wholly  upon  said 
tax  returns  and  accepting  said  tax  returns  as  gen- 
uine, although  in  fact  false  and  fraudulent  and 
the  work  of  an  impostor,  or  impostors,  plaintiff  is- 
sued the  respective  checks  described  in  paragraph 
VI  of  plaintiff's  complaint  to  said  fictitious  and 
nonexistent  payee  taxj^ayers  whom  the  Government 
considered  existed  in  fact  and  which  the  Govern- 
ment had  concluded  were  entitled  to  a  refund  as 
claimed. 

3.  Defendant  is  informed  and  believes  and  upon 
such  information  and  belief  alleges  that  to  effectu- 
ate the  intended  refund  aforesaid,  the  plaintiff, 
after  issuing  said  respective  checks,  [33]  caused 
the  same  to  be  mailed  to  the  respectively  named 
payees  at  their  addresses  as  set  out  in  said  income 
tax  returns  with  the  belief  and  intention  that  eaich 
person  named  as  payee  in  said  checks  would  re- 
ceive the  benefits  therefrom. 

4.  Defendant  is  informed  and  believes  and  upon 
such  information  and  belief  alleges  that  each  of  said 
checks  was  endorsed  by  the  person  who  signed  the 
tax  return  showing  the  overpayment  to  cover  which 
the  check  was  issued  and  that  each  of  the  checks 
described  in  paragraph  VI  of  plaintiff's  complaint 
was  endorsed  by  the  person  who  plaintiff  intended 
to  be  the  payee  thereof,  and  that  none  of  the  en- 
dorsements on  said  checks  was  or  is  a  forgery. 
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Third  Affirmative  Defense 

1.  Defendant  incoi-porates  by  this  reference  the 
allegations  contained  and  set  forth  in  paragraphs 
1  to  4  inclusive  of  the  allegations  contained  in  de- 
fendant's Second  Affirmative  Defense  as  fully  as 
though  set  forth  herein. 

2.  Defendant  alleges  that  in  failing  to  ascertain, 
from  sources  and  information  within  plaintiff's 
possession  and  readily  at  hand  and  available, 
whether  a  return  had  been  filed  by  the  specified 
employer,  or  the  named  fictitious  and  nonexistent 
payee  was  in  fact  an  employee,  or  whether  such 
payee  was  entitled  to  a  refund  for  taxes  claimed 
in  said  income  tax  returns  to  have  been  j)aid  to 
plaintiff  or  Avhether  such  taxes  had  in  fact  been 
paid,  plaintiff  was  negligent,  and  that  its  negli- 
gence in  this  regard  proximately  caused  the  loss 
suffered  by  the  plaintiff  and  not  any  action  or 
nonaction  by  the  defendant  handling  said  Govern- 
ment checks  in  the  regular  course  of  business,  and 
as  between  the  respective  parties  plaintiff  should 
stand  said  loss.  [34] 

Fourth  Affirmative  Defense 
For  a  fourth  separate,  distinct  and  affirmative 
defense  to  plaintiif's  complaint,  defendant  alleges 
that  the  claim  of  plaintiff  alleged  in  its  complaint 
is  barred  by  the  laches  of  plaintiff  in  this,  that  any 
alleged  reliance  placed  by  plaintiff  upon  the  en- 
dorsement and  guaranty  contained  in  said  endorse- 
ment of  the  checks  as  referred  to  in  paragraph 
VIII  is  barred  by  laches,  and  plaintiff  is  estopped 
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and  debarred  from  making  the  claim  referred  to 
in  plaintiff's  complaint,  for  the  reason  that  plain- 
tiff first  knew  that  the  income  tax  returns  filed 
mth  the  plaintiff  were  false  and  fraudulent  prior 
to  October  21,  1949.  Despite  this,  plaintiff  did  not 
file  its  complaint  until  August  25,  1955,  and  such 
long  delay  has  been  prejudicial  to  this  defendant, 
and  plaintiff  is  now  estopped  and  debarred  from 
relying  upon  any  claimed  endorsement  or  guaranty 
contained  in  said  endorsement  of  defendant. 

Wherefore,  defendant  prays  that  plaintiff  take 
nothing  by  its  action,  that  defendant  have  judg- 
ment for  its  costs  incurred  herein  against  plaintiff, 
and  for  such  other  relief  as  to  the  court  may  seem 
meet  and  proper  in  the  circumstances. 

FAREAND,  FISHER  &  FARRAND, 
ROSS  C.  FISHER, 
KNOX  FARRAND, 
STEPHEN  M.  FARRAND, 
/s/  By  ROSS  C.  FISHER, 

Attorneys    for    Defendant.    [35] 

Acknowledgment  of  Service  Attached.  [36] 

[Endorsed]  :    Filed  April  18,  1958. 


[Title  of  District  Court  and  Cause.] 

STIPULATION  OF  FACTS  AND  ORDER 

It  Is  Hereby  Stipulated,  subject  to  the  approval 
of  the  Court,  by  and  between  coimsel  for  plaintiff 
Laughlin  E.  Waters,  United  States  Attorney,  Rich- 
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ard  A.  Lavine  and  Burton  C.  Jacobson,  Assistant 
United  States  Attorneys,  and  Farrand,  Fisher  & 
Farrand  by  Rossi  C.  Fisher,  counsel  for  defendant 
Security-First  National  Bank,  formerly  and  sued 
herein  as  Security-First  mtionai  Bank  of  lios 
Angeles,  that  the  following  facts  are  admitted: 

I. 

Unknown  to  either  plaintiff  or  defendant  on  or 
about  the  year  1949  and  prior  thereto  a  scheme  was 
entered  into  to  defraud  the  Government  whereby 
certain  persons,  namely,  Arthur  H.  Lange,  Aline 
Lange  Lee,  a  real  estate  broker  of  Los  Angeles, 
and  her  son  and  other  members  of  her  family 
caused  to  be  prepared  fictitious  W-2  [37]  forms 
concerning  salary  and  tax  withheld  listing  alleged 
employers,  and  they  then  filed  income  tax  returns 
with  said  W-2  forms  attached  in  the  respective 
fictitious  names.  These  returns  and  forms  were 
prepared  in  such  a  way  as  to  indicate  that  a  refund 
on  income  tax  was  due  and  payable  to  the  respective 
fictitious  persons  appearing  on  said  returns.  The 
said  persons  did  not  use  their  own  names,  but  used 
fictitious  names  in  all  instances  on  the  returns  and 
showed  addresses  for  said  fictitious  persons. 

IL 

Said  income  tax  returns  and  mthholding  state- 
ments were  filed  by  the  said  persons  with  the  Dis- 
trict Director  of  Internal  Revenue.  Upon  receipt 
of  said  income  tax  returns  and  withholding  state- 
ments, the  District  Director  of  Internal  Revenue, 
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(1)  witlioiit  first  checking  his  records  to  ascer- 
tain ^vhether  the  taxes  claimed  to  have  been  i:)aid  in 
said  returns  and  mtliholding  statements  had  in 
fact  iDcen  i)aid  or  ascertaining  any  other  facts  with 
respect  thereto, 

(2)  without  any  mvestigation  or  checking  of  his 
records  with  respect  to  any  of  said  returns  or  Avith- 
holding  statements, 

ordered  payment  of  refunds  to  said  fictitiously 
named  persons;  the  refund  checks  were  draw^i  and 
made  paya'Dle  to  and  were  mailed  to  the  respective 
fictitiously  named  j)ersons  appearing  on  and  who 
signed  tlie  income  tax  returns  and  wuthholding 
statements  at  the  addresses  shown  on  the  returns. 
There  is  involved  in  this  action  fifty-eight  (58) 
such  checks  aggregating  $9,719.15.  Said  checks  are 
listed,  setting  forth  the  check  mmiber,  the  date  of 
issuance,  the  amoimt,  symbol  and  name  of  payee 
of  each  check,  in  paragraph  VI  of  plaintiff's  com- 
plaint; annexed  thereto  and  marked  Exhibit  A  are 
photostatic  copies  of  said  checks.  Said  list  and 
the  photostatic  copies  of  said  checks  are  incor- 
porated by  reference  herein  and  made  a  part  hereof 
as  though  fully  set  forth.  [38] 

III. 

Each  of  said  checks  was  endorsed  by  the  person 
who  signed  the  tax  return  showing  the  overpay- 
ment, to  cover  which  the  check  was  issued  to  said 
firctitiously  named  person  and  which  was  then  nego- 


24  United  States  of  America  vs. 

tiated  and  in  the  course  of  business  cashed  by  the 
defendant  bank.  Upon  receipt  and  encashment  of 
the  said  checks  by  the  defendant  bank,  the  checks 
were  thereafter  endorsed  by  said  bank  in  normal 
course  of  business  with  a  statement  thereon  "All 
prior  endorsements  guaranteed"  and  were  pre- 
sented for  payment  and  they  were  paid  by  the 
Government's  fiscal  agent. 

IV. 

Upon  discovery  that  a  fraud  had  been  committed 
the  plaintiff  gave  notice  thereof  as  to  all  checks 
involved  herein  to  defendant  and  demanded  that 
the  amoimts  paid  to  the  bank  by  the  Grovermnent's 
fiscal  agent  be  refunded. 

V. 
On  or  about  April  1,  1952  defendant  by  a  letter 
addressed  to  the  Treasury  Department  refused  pay- 
ment on  the  demand  for  refiuid  on  the  checks 
herein  involved  and  defendant  has  continuously  re- 
fused payment  on  the  subsequent  demands  for  re- 
fund on  the  checks  herein  involved. 

It  Is  Further  Stipulated  that  there  are  no  perti- 
nent facts  other  than  those  above  mentioned,  per- 
taining to  the  issuance,  negotiation  and  payment  of 
the  checks  involved  herein  and  both  plaintiff  and 
defendant  agree  that  a  trial  as  to  the  facts  is  not 
necessary  and  that  the  court  may  consider  this 
matter  as  if  the  same  had  been  tried  and  all  the 
above  stated  facts  had  been  foimd  to  be  true. 
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It    Is    Further    Stipulated    that    the    matter    is 
deemed  submitted  to  the  court  for  decision.  [39] 

Dated  this  2nd  day  of  May,  1958. 

LAUGHLIN  E.  WATERS, 

United  States  Attorney, 
RICHARD  A.  LAVINE, 
Assistant  U.  S.  Attorney, 
Chief  of  Civil  Division, 
/s/  BURTON  C.  JACOBSON, 
Assistant  U.  S.  Attorney, 

Attorneys  for  Plaintiff. 

EARRAND,  FISHER  & 

FARRAND, 
ROSS  C.  FISHER, 
KNOX  FARRAND, 
STEPHEN  M.  FARRAND, 
/s/  By   ROSS  C.  FISHER, 

Attorneys  for  Defendant. 

It  Is  So  Ordered:    This  12th  day  of  May,  1958. 

/s/  WM.  M.  BYRNE, 

United  States  District  Judge.  [40] 

[Endorsed] :    Filed  May  12,  1958. 
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United  States  District  Court,  Southern  District 
of  California,  Central  Division 

QWil  No.  18659-WB 

UNITED  STATES  OF  AMERICA,      Plaintiff, 

vs. 

SECURITY-FIRST  NATIONAL  BANK  OF  LOS 
ANGELES,  a  national  banking  association. 

Defendant. 

FINDINGS  OF  FACT,  CONCLUSIONS  OF 
LAW  AND  JUDGMENT 

The  above  entitled  case,  xoursuant  to  stix)ulation 
of  facts  entered  intO'  between  the  partiesi  hereto  and 
order  thereon  filed  herein  May  12,  1958,  was  submit- 
ted to  this  conii:  for  decision,  plaintiff  appearing 
in  the  action  by  Laughlin  E.  Waters,  United  States 
Attorney,  Richard  A.  Lavine  and  Burton  C.  Jacob- 
son,  Assistant  United  States  Attorneys,  and  defend- 
ant appearing  hj  Ross  C.  Fisher  of  Farrand,  Fisher 
&  Farrand,  attorneys,  and  the  court  having  con- 
sidered all  of  the  pleadings  and  said  stipulation  of 
facts,  and  being  fully  advised  in  the  premises,  makes 
herein  its  Findings  of  Fact,  Conclusions  of  Law 
and  Judgment  as  follows: 

Findings  of  Fact 
1.    Plaintiff,  United   States  of  America,   herein 
sometimes  referred  to  as  the  ''Government",  was 


Security -First  National  Bank  27 

at  all  times  herein  mentioned  and  is  now  a  body 
politic  and  corporation  sovereign.   [41] 

2.  Defendant,  Security-First  National  Bank,  at 
all  times  herein  mentioned  was  and  now  is  a  na- 
tional l^anking  association,  having  its  principal 
place  of  l)iisiness  in  the  Southern  District  of  Cali- 
fornia and  within  the  jurisdiction  of  this  court. 
It  was  originally  sued  herein  by  its  former  name, 
Security-First  National  Bank  of  Los  Angeles.  Sub- 
sequent to  the  filing  of  the  complaint  its  name  was 
duly  and  regularly  changed  to  and  now  is  Security- 
First  National  Bank. 

3.  This  suit  is  one  of  a  civil  nature,  commenced 
by  the  United  States  of  America,  plaintiff,  to  re- 
cover amoimts  paid  by  its  fiscal  agent  on  checks 
drawn  and  issued  by  the  Internal  Revenue  Service 
subsequently  endorsed  and  presented  for  payment 
to  said  agent. 

4.  The  Internal  Revenue  laws  of  the  United 
States  at  all  times  herein  mentioned  provided  and 
do  now  pro^dde  that  employees  shall  receive  at  the 
end  of  each  calendar  year  ^'W-2"  forms  from  each 
employer,  indicating  thereon  the  amount  of  income 
paid  by  the  employer  to  the  employee,  the  amount 
of  Social  Security  withheld,  and  the  amount  of  in- 
come tax  withheld,  and  at  the  end  of  each  calendar 
year  on  or  before  the  filing  date  for  income  tax  re- 
turns the  employee  prepares  an  income  tax  return 
attaching  thereto  copies  of  said  "W-2"  form.  That 
in  the  event  the  amoimt  of  income  tax  withheld 
during  the  calendar  year  exceeds  the  amount  of  in- 
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come  tax  due  and  owing  by  the  employee  the  em- 
ployee indicates  that  the  money  shall  either  be  ap- 
plied to  the  ensiling  year's  income  tax  or  be  re- 

fmided  to  the  employee. 

5.  Unknown  to  either  plaintili  or  defendant,  on 
or  about  the  year  1949  and  x^i'ior  thereto  a  scheme 
was  entered  into  to  defraud  the  Government, 
whereby  Aithiu-  H,  Lange.  Aline  Lange  Lee,  a  real 
estate  broker  of  Los  Angeles,  and  her  son,  and  other 
members  of  her  family,  caused  to  be  prepared  ficti- 
tious "Tr-2"  fonns  concerning  salary  and  tax  with- 
held, hsting  alleged  employers,  and  they  then  [42] 
filed  income  tax  returns  with  said  ••Tr-2*'  fonns 
attached  in  the  respective  fictitious  names.  These 
returns  and  forms  were  prepared  in  snch  a  way  as 
to  indicate  that  a  refimd  on  income  tax  was  due 
and  payable  to  the  respective  fictitious  persons  ap- 
pearing on  said  returns.  The  said  persons  did  not 
use  their  own  names  but  used  fictitious  names  in 
all  instances  on  the  returns  and  showed  addresses 
for  said  fictitious  persons. 

6.  Said  income  tax  retiuTis  and  withholding 
statements  were  filed  hy  said  persons  with  the  Dis- 
ti'ict  Dii'ector  of  Lutemal  Revenue.  Upon  receipt 
of  said  income  tax  returns  and  withholding  state- 
ments the  District  Director  of  Internal  Revenue. 

(1^  TTithout  fii*st  checking  his  i*ecords  to 
asceitaui  whether  the  taxes  claimed  to  have 
been  paid  in  said  returns  and  withholding 
statements  had  in  fact  been  paid,  or  ascertain- 
ing any  other  facts  \rith  respect  thereto,  and 
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(2)  Without  any  investigation  or  checking 
of  his  records  with  respect  to  any  of  said  re- 
turns or  withholding  statements  ordered  pay- 
ment of  refunds  to  said  fictitiously  named  ])er- 
sons. 

The  refund  checks  were  drawn  and  made  payable 
to  and  were  mailed  to  the  respective  fictitiously 
named  x)ersons  appearing  on  and  who  signed  the 
income  tax  returns  and  withholding  statements  at 
the  addresses  shown  on  the  returns.  Fifty-eight  of 
such  checks,  aggregating  $9,719.15,  were  so  drawn 
and  mailed.  Said  checks  are  listed,  setting  forth 
the  check  number,  date  of  issuance,  amomit  in- 
volved, and  name  of  payee  of  each  check,  in  plain- 
tiff's complaint,  and  photostatic  copies  of  said 
checks  are  annexed  thereto  as  Exhibit  A.  Said  list 
and  said  photostatic  copies  are  incorporated  by  ref- 
erence herein  and  made  a  part  of  these  findings. 

7.  Each  of  said  checks  was  endorsed  by  the  per- 
son who  signed  the  tax  return  showing  the  over- 
payment, to  cover  which  the  check  was  [43]  issued 
to  said  fictitiously  named  person,  which  was  then 
negotiated  and  in  the  course  of  business  cashed  by 
defendant  bank.  Upon  receipt  and  encashment  of 
said  checks  by  the  defendant  bank,  the  checks  w^re 
thereafter  endorsed  by  said  bank  in  the  normal 
course  of  business  with  the  statement  thereon  ^'All 
prior  endorsements  guaranteed",  and  were  presented, 
for  payment  and  they  were  paid  by  the  Govern- 
ment's fiscal  agent. 

8.  Upon  discovery  that  a  fraud  had  been  com- 
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mitted  plaintiff  gave  notice  thereof  to  defendant 
as  to  all  checks  involved  to  date,  and  demanded 
that  the  amounts  paid  to  the  defendant  banJv  by 
the  Government's  fiscal  agent,  namely  the  smii  of 
$9,719.15,  be  refimded,  but  said  defendant  has  at 
all  times  refused  to  refund  said  amounts. 

Prom  the  foregoing  Findings  of  Fact  the  court 
makes  the  following  Conclusions  of  Law: 

Conclusions  of  Law 

1.  This  court  has  jurisdiction  over  the  subject 
matter  hereof  and  of  the  parties  hereto  pursuant 
to  Title  28  United  States  Code,  Sections  1345  and 
134.8. 

2.  The  defendant  bank  is  not  liable  to  the  plain- 
tiff upon  its  guaranty  of  all  prior  endorsements  as 
such  prior  endorsements  were  not  forged  endorse- 
ments as  claimed  by  plaintiff. 

3.  The  United  States  of  America  is  therefore  not 
entitled  to  judgment  against  the  defendant  bank 
as  contended  in  the  prayer  of  the  complaint,  and 
the  defendant  is  entitled  to  judgment  in  its  favor 
and  against  the  United  States  of  America. 

Judgment 
In   accordance   with   the   foregoing   Findings   of 
Fact  and  Conclusions  of  Law,  It  Is  Ordered,  Ad- 
judged and  Decreed: 

L  That  plaintiff.  United  States  of  America,  take 
nothing  hj  its  said  action,  and  that  judgment  be 
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and  the  same  is  hereby  entered  [44]  in  favor  of 
defendant  Secnrity-First  National  Bank  against 
plaintiff. 

Dated  at  Los  Angeles,  California,  this  2nd  day 
of  June,  1958. 

/s/  WM.  M.  BYRNE, 

United   States  District  Judge. 

Approved  as  to  form: 

LAUGHLIN  E.  WATERS, 

United  States  Attorney, 
RICHARD  A.  LAYINE, 

Assistant  U.  S.  Attorney, 
Chief  of  Civil  Di^nision, 
BURTON  C.  JACOBSON, 
Assistant  U.  S.  Attorney, 
/s/  By    BURTON  C.  JACOBSON, 

Assistant  U.  S.  Attorney.  [45] 

Acknowledgment  of  Service  Attached.  [46] 

[Endorsed] :    Filed  and  Entered  June  2,  1958. 


[Title  of  District  Court  and  Cause.] 

NOTICE  OF  APPEAL 

Notice  is  hereby  given  that  the  United  States 
of  America,  the  plaintiff  above-named,  hereby  ap- 
peals to  the  United  States  Court  of  Appeals  for 
the  Ninth  Circuit  from  the  final  judgment  entered 
in  this  action  on  Jime  3,  1958. 
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Dated  at  Los  Angeles,  California,  this  25tli  day 
of  July,  1958. 

LAUGHLIN  E.  WATERS, 

United  States  Attorney, 
RICHARD  A.  LAVIKE, 
Asst.  U.  S.  Attorney, 
Chief,    Civil  Division, 
/s/  BURTON  C.  JACOBSON, 
Asst.  U.  S.  Attorney, 
Attorneys  for  Plaintiff.   [46] 

Affidavit  of  Service  Attached.  [47] 

[Endorsed] :     Filed  July  25,  1958. 


[Title  of  District  Court  and  Cause.] 

CERTIFICATE  BY  CLERK 

I,  Jolm  A.  Childress,  Clerk  of  the  above-entitled 
Court,  herel)y  certify  that  the  items  listed  below    j 
constitute  the  transcript  of  record  on  appeal  to  the 
L^nited  States  Court  of  Ap]3eals  for  the  Ninth  Cir- 
cuit,  in  the   above-entitled  matter: 

A.    The  foregoing  x^ages  numbered  1  to  50,  in- 
clusive, containing  the  original : 

Complaint. 
Answer. 

Stipulation  of  Facts  and  Order. 
Findings  of  Fact,  Conclusions  of  Law  and  Judg- 
ment. 

Notice  of  Appeal. 

Designation  of  Record  on  Appeal. 
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I  further  certify  that  my  fee  for  preparing  the 
foregoing  record,  amounting  to  $1.60,  has  not  been 
paid  by  aj)pellant. 

Dated:     August  27,  1958. 

[Seal]  JOHN  A.  CHILDRESS, 

Clerk, 
/s/  Bj   WM.  A.  WHITE, 
Deputy  Clerk. 


[Endorsed] :  No.  16165.  United  States  Court 
of  Appeals  for  the  Ninth  Circuit.  United  States 
of  America,  Appellant,  vs.  Security-First  National 
Bank,  Appellee.  Transcript  of  Record.  Appeal 
from  the  United  States  District  Court  for  the 
Southern  District  of  California,  Central  Division. 

Filed  and  Docketed:    August  28,  1958. 

/s/  PAUL  P.  O'BRIEN, 
Clerk  of  the  United  States  Court  of  Appeals  for 
the  Ninth  Circuit. 


34:  United  States  of  America  vs. 

United  States  Court  of  Appeals 
For  The  Ninth  Circuit 


CA  No.  16165 
UNITED  STATES  OF  AMERICA,     Appellant, 

vs. 

SECURITY-FIRST  NATIONAL  BANK  OF  LOS 
ANGELES,  a  national  banking  association. 

Appellee. 

APPELLANT  \S  STATEMENT  OF  POINTS  ON 
APPEAL  AND  DESIGNATION  OF  REC- 
ORD TO  BE  PRINTED 

The  appellant  hereby  designates  the  following 
Points  on  Appeal  in  the  above-entitled  matter: 

L  The  district  court  erred  in  holding  that  de- 
fendant bank  was  not  liable  to  the  United  States 
upon  its  guarantees  of  prior  endorsements. 

2.  The  district  court  erred  in  entering  judgment 
for  defendant  bank. 

Appellant  Hereby  Designates  the  following  rec- 
ord to  be  printed  in  the  above-entitled  matter: 

1.  Complaint  for  money  on  forged  checks  (Treas- 
ury), filed  August  25,  1955,  including  the  checks, 
which  are  part  of  Exhibit  A  to  the  complaint,  to 
the  order  of  the  following  payees: 
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a.  Homer  C.  Alexander,  Check  No.  18,435,026; 

b.  Leslie  C.  and  Lila  L.  Allen,  Check  No.  10,- 
393,893; 

c.  (xeorge  H.  and  Theresa  P.  Jefferson,  Check 
No.  10,393,985; 

d.  Ja,ck  T.  Johnson,  Check  No.  10,434,520; 

2.  Answer  of  defendant  Security-First  National 
Bank,  filed  April  18,  1958 ; 

3.  Stipulation  admitting  facts  and  order,  filed 
May  12,  1958; 

4.  Findings  of  fact,  conclusions  of  law  and  judg- 
ment, filed  Jime  3,  1958; 

5.  Notice  of  appeal. 

Dated:    This  8th  day  of  September,  1958. 

LAUGHLIN  E.  WATERS, 

United   States   Attorney, 

RICHARD  A.  LAVINE, 

Asst.  U.  S.  Attorney, 
Chief,  Civil  Division, 

/s/  BURTON  C.   JACOBSON, 

Asst.     U.  S.  Attorney, 
Attorneys  for  Appellant. 

Affidavit  of  Service  by  Mail  Attached. 

[Endorsed]:     Filed  September  10,   1958.     Paul 
P.  O'Brien,  Clerk. 
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No.  16165. 
IN  THE 


United  States  Court  of  Appeals 


FOR  THE  NINTH  CIRCUIT 


United  States  of  America, 


Appellant, 


vs. 

Security-First  National  Bank, 

B  Appellee. 


On  Appeal   From  the  United  States   District  Court   for  the 
Southern  District  of  California,  Central   Division. 


APPELLEE'S  ANSWERING  BRIEF. 


Statement  of  the  Case. 

The  pertinent  facts  found  by  the  Court  below  were 
stipulated  to  by  the  parties.  Appellant's  statement  of  the 
case  (Op.  Br.  pp.  2-4)  while  not  necessarily  inaccurate, 
contains  some  statements  not  to  be  found  in  the  stipulation 
of  facts,  nor  in  the  Court's  findings,  and  are  not  particu- 
larly pertinent  to  this  case.  We  therefore  summarize  the 
pertinent  facts  of  the  case. 

About  the  year  1949  and  prior  thereto,  a  fraudulent 
scheme  to  defraud  the  Government  was  entered  into  by  Ar- 
thur H.  Lange,  Aline  Lange  Lee,  a  real  estate  broker  of 
Los  Angeles,  her  son  and  other  members  of  her  family  [R. 
28].  In  pursuance  of  this  scheme  said  persons  prepared 
false  and  fictitious  "W-2"  forms  concerning  salary  and 
income   tax   withheld,   listing   alleged  employers,   and   at- 
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tached  said  forms  to  income  tax  returns  which  were  then 
filed  in  their  respective  assumed  and  fictitious  names  [R. 
28]/  These  persons  did  not  use  their  own  names  but 
used  in  all  instances  fictitious  or  assumed  names  and 
showed  addresses  therefor  [R.  28].  The  tax  returns, 
with  the  withholding  forms  attached,  were  in  each  instance 
fraudulently  prepared  to  indicate  that  a  refund  on  income 
tax  was  due  and  payable  to  the  person  filing  same,  under 
his  fictitious  and  assumed  name  [R.  28].  The  District  Di- 
rector of  Internal  Revenue,  with  whom  said  returns  and 
forms  were  filed,  upon  receipt  of  same  ordered  payment  of 
the  refunds  to  the  fictitiously  named  persons  who  had  filed 
the  returns  [R.  28-29].  The  District  Director  ordered  the 
payment  of  said  refunds  without  first  checking  or  making 
any  investigation  of  his  records  with  respect  to  any  of 
said  tax  returns  or  withholding  statements  to  ascertain 
whether  or  not  the  taxes  fraudulently  represented  as  hav- 
ing been  paid  had  in  fact  been  paid,  or  ascertaining  any 
other  facts  with  respect  thereto  [R.  28-29].  Pursuant  to 
said  District  Director's  said  order,  the  refund  checks  were 
drawn  and  made  payable  to  and  were  mailed  to  the  respec- 
tive persons,  in  their  fictitious  and  assumed  names,  appear- 
ing on  and  who  had  signed  the  tax  returns  and  withholding 
statements  at  the  addresses  shown  on  the  returns  [R.  29]. 


^The  court  found  that  the  Internal  Revenue  Laws  of  the  United 
States  at  the  time  involved  in  this  case  and  at  present  provide  that, 
employees  shall  receive  at  the  end  of  each  calendar  year  "W-2" 
forms  from  each  employer,  indicating  thereon  the  amount  of  income 
paid  ])y  the  employer  to  the  employee,  the  amount  of  Social  Security 
withheld,  and  the  amount  of  income  tax  withheld,  and  at  the  end  of 
each  calendar  year  on  or  before  the  filing  date  for  income  tax  re- 
turns the  employee  prepares  an  income  tax  return  attaching  thereto 
copies  of  said  "W-2"  form.  That  in  the  event  the  amount  of  in- 
come tax  withheld  during  the  calendar  year  exceeds  the  amount  of 
income  tax  due  and  owing  by  the  employee  the  employee  indicates 
that  the  money  shall  either  be  applied  to  the  ensuing  year's  income 
tax  or  be  refunded  to  the  employee  [R.  27-28]. 
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There  are  involved  herein  fifty-eight  such  checks,  aggre- 
gating $9,719.15  [R.  29].  Each  of  said  checks  so  issued 
and  deHvered  was  endorsed  by  the  person  who  signed  the 
tax  return  showing  the  over-payment,  to  cover  which  the 
check  was  issued  to  said  person  in  his  fictitious  and  as- 
sumed name  [R.  29].  Said  checks  were  negotiated  and  in 
the  course  of  business  were  received  and  cashed  by  de- 
fendant bank  [R.  29].  Thereafter,  in  the  normal  course 
of  business,  defendant  bank  endorsed  said  checks  with  the 
statement  thereon  "All  prior  endorsements  guaranteed" 
and  presented  same  for  payment  and  they  were  paid  by 
the  Government's  fiscal  agent  [R.  29].  Upon  discovery 
that  a  fraud  had  been  committed  plaintifif  notified  defend- 
ant thereof  as  to  all  checks  involved  herein,  and  demanded 
repayment  in  the  amount  of  $9,719.15,  which  defendant 
bank  has  refused  to  make  [R.  29-30].  The  District  Court 
gave  judgment  for  defendant  bank,  holding  that  defendant 
was  not  liable  on  its  guaranty  of  all  prior  endorsements  as 
such  prior  endorsements  were  not  forgeries  as  claimed  by 
plaintiflf  [R.  30-31]. 

Summary  of  Argument. 

As  aptly  stated  in  an  analogous  case  involving  the  pre- 
cise issue  presented  herein,  "The  real  question  here  is 
whether  these  signatures  are  forgeries  or  mere  steps  in  a 
fraud."  (United  States  v.  Continental- American  Bank  & 
Trust  Co.,  175  F.  2d  271  (C.  A.  5,  1949),  cert.  den.  ZZS 
U.  S.  870.  This  is  the  issue  presented  for  this  Court's 
determination. 

In  holding  the  endorsements  involved  in  this  case  were 
not  forgeries,  the  court  below  correctly  applied  the  im- 
postor rule,  a  universally  accepted  rule  both  as  a  matter 
of  federal  and  state  law.  The  facts  of  this  case  present 
a  classic  case  for  the  application  of  the  impostor  rule. 
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In  Point  I,  we  discuss  the  particular  facts  necessary  for 
an  application  of  the  impostor  rule  and  show  why  in  this 
case  its  application,  as  a  matter  of  federal  law.  is  clear. 
We  also  will  show  that  the  policy  underlying  the  law 
of  negotiable  instruments  demands  the  application  of  the 
impostor  rule  to  the  facts  of  this  and  analogous  cases 
and  that  the  Government  is  not  one  privileged  to  defeat 
that  policy. 

In  Point  II  we  address  ourselves  to  appellant's  argu- 
ment, the  burden  of  which  is  premised  upon  a  basic  but 
erroneous  assumption  that  this  is  a  forgery  case.  The 
Government  refuses  to  recognize  the  dift'erence  between  a 
forger  and  an  impostor  and  persists  in  its  assumption 
that  the  endorsements  involved  in  this  case  are  forgeries. 
The  Government,  in  erroneously  assuming  the  very  issue 
presented,  thus  begs  the  entire  issue  when  it  argues  that 
the  Government  should  not  in  this  case  be  precluded  from 
setting  up  the  forgery  (Op.  Br.  pp.  6-9.  29-30.  46-47).  Its 
argument  is  misplaced.  In  support  of  its  argument  the 
Government  relies  on  the  National  Metropolitan'  and  other 
related  forgery  cases.  We  will  demonstrate  the  irrelevancy 
of  these  cases  to  the  case  at  bar  primarily  on  the  basis  of 
the  legal  issues  raised  and  determined  in  those  cases  and 
the  complete  absence  therein  of  any  mention  whatsoever 
of  the  impostor  rule  which  is  applicable  herein.  We  will 
demonstrate  further  that  the  United  States  Supreme 
Court  has  already  on  two  separate  occasions  accepted  the 
application  of  the  impostor  rule,  as  a  matter  of  federal 
law,  in  two  cases  indistingiiishable  from  the  case  at  bar, 
and  that  the  Court  by  its  action  has  in  effect  held  the 
National   Metropolitan   and    other    related    forgery    cases 


^Nativnal  Metropolitan   Bank  v.    United  States,   323   U.   S.  454 
(1945). 
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wholly  inapplicable  to  a  case  such  as  the  one  at  bar.^  In 
addition  we  will  show  that  the  cases  relied  upon  by  the 
Government,  aside  from  the  fact  that  the  issues  determined 
therein  have  no  bearing  on  this  case,  are  readily  distin- 
guishable on  their  facts  from  this  case. 

ARGUMENT. 

I. 

The  Endorsements  Were  Not  Forgeries;  the  District 
Court  Correctly  Held  Appellee  Was  Not  Liable 
Under  Its  Guarantee  of  Prior  Endorsements. 

As  indicated  in  the  Summary  of  the  Argument,  if  the 
endorsements  in  question  are  not  forgeries,^  the  Govern- 
ment cannot  prevail.  Under  federal  law  the  endorsements 
were  not  forgeries. 

Preliminary  to  a  detailed  discussion,  it  is  well  that  four 
well  settled  propositions  under  federal  law  be  stated: 

First,  the  rule  governing  the  rights  and  liabilities  of  the 
Government  on  negotiable  paper  are  to  be  determined  by 
federal  courts  through  reference  to  federal  rather  than 
local  law.  (Clearfield  Trust  Co.  v.  United  States,  318 
U.  S.  Z(iZ,  87  L.  Ed.  838  (1943);  National  Met.  Bank 
V.  United  States,  323  U.  S.  454,  89  L.  Ed.  383  (1945).) 

Secondly,  the  United  States  is  not  a  privileged  suiter,  its 
rights  and  liabilities  being  identical  with  those  of  a  private 
individual  under  the  same  circumstances.  (United  States 
V.  National  Exchange  Bank  of  Baltimore,  270  U.  S.  527, 


^See  Point  II,  A,  pp.  19-23,  infra. 

^Forgery  as  involved  herein  is  to  be  distinguished  from  forgery 
in  its  popular  sense.  See  Atlantic  Natl.  Bank  of  Jacksonville  v. 
United  States.  250  F.  2d  114,  119  (C.  A.  5,  1957);  Pennsylvania 
Co.  etc.  V.  Fed.  Reserve  Bank,  30  Fed.  Supp.  982,  985  (D.  C. 
Pa.,  1939). 


— ^ 

70  L.  Ed.  717   (1926);   Clearfield  Trust  Co.  v.   United 
States,  supra.) 

Third,  the  impostor  rule  should  be  apphed  to  commer- 
cial paper  issued  by  the  federal  government  in  those  cir- 
cumstances where  it  would  be  applied  had  the  paper  been 
issued  by  a  private  individual.^  (See  United  States  v. 
Union  Trust  Co.,  139  Fed.  Supp.  819  (D.  C.  Md.,  1956) 
and  cases  collected  at  p.  825.) 

Fourth,  there  is  no  distinction  made  between  the  effect 
to  be  given  an  impersonation  by  mail  and  one  in  person; 
the  impostor  who  conducts  fraudulent  negotiations  by 
mail  similarly  gets  title  to  the  instrument  thus  fraudu- 
lently obtained.  (See  Atlantic  Natl.  Bank  of  Jacksonville  v. 
United  States,  250  F.  2d  114,  117  (C.  A.  5,  1957); 
Security-First  National  Bank  v.  United  States,  103  F.  2d 
188,  190  (C.  A.  9,  1939);  United  States  v.  Union  Trust 
Co.,  139  Fed.  Supp.  819,  825  (D.  C.  Md.,  1956) :  Hartford 
Ace.  &  Ind.  Co.  V.  Middletown  Natl.  Bank,  126  Conn.  179, 
10  A.  2d  604,  607-608  (1939)  ;  Britton  on  Bills  and  Notes 
(1943),  pp.  715-725;  Beutels  Brannan,  Negotiable  Instru- 
ments Law  (7th  Ed),  pp.  470-480;  20  Words  and  Phrases, 
97,  impostor  rule.) 

A.    The  Imposter  Rule  and  Its  Application  to  This  Case. 

The  impostor  rule  has  been  often  stated,  but  as  accurate 
a  brief  statement  of  the  rule  as  we  have  found  is  quoted  in 
the  opinion  of  the  court  in  Atlantic  Natl.  Bank  of  Jackson- 
ville V.  United  States,  250  F.  2d  114,  118  (C.  A.  5,  1957), 
as  follows: 

"  '.     .    .    where  the  drawer  of  a  check  has  dealings 
with  an  impostor  who  assumes  a  false  name,  and  the 


^The  Government,  of  course,  concedes  that  the  impostor  rule  may 
be  applied  to  Government  paper  (Op.  Br.  28). 
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check  is  intended  for  the  person  with  whom  the 
drawer  is  dealing,  payment  of  the  check  by  the  bank 
to  such  impostor  or  on  his  endorsement  will  be  att- 
thorised  and  binding  upon  the  .  .  .'  drawer,  7 
Amer.  Jur.,  Banks,  Sec.  599."     (Italics  ours.)^ 

The  italicized  portion  of  this  statement  of  the  rule  empha- 
sizes those  particular  facts  which  makes  this  and  analo- 
gous cases  call  for  the  application  of  the  impostor  rule. 
Those  facts  paint  in  every  such  case  a  requisite  picture, 
the  essentials  of  which  are  (1)  fraud  practiced  on  the 
drawer  by  an  impostor  which  induces  the  drawer  to  deal 
with  same,  (2)  such  dealing  is  consummated  by  the  issu- 
ance and  delivery  of  a  check  by  the  drawer,  (3)  the  check 
is  intended  for  the  impostor,  in  his  assumed  name, 
with  whom  the  drawer  has  been  dealing,  and  the  check 
is  intended  to  he  paid  on  his  endorsement.  (See  Cohen 
V.  Lincoln  Sav.  Bank,  275  N.  Y.  399,  10  N.  E.  2d  457, 
461  (1937).)  The  facts  in  the  case  at  bar  meet  these 
requisites.  By  virtue  of  the  antecedent  fraud  practiced 
on  the  Government  by  the  impostors  (the  filing  of 
fraudulent  tax  returns  with  fictitious  "W-2"  forms  at- 
tached in  their  assumed  and  fictitious  names),  the  Gov- 
ernment was  convinced  it  was  dealing  with  valid  claim- 
ants entitled  to  tax  refunds,  which  in  due  course  in- 
duced and  resulted  in  the  Government  issuing  and  deliv- 
ering the  checks  in  question  intended  for  the  impostors, 
in  their  assumed  and  fictitious  names,  and  obviously  issued 
and  delivered  with  the  intent  that  such  checks  should  be 
paid  on  their  respective  endorsements.  (Statement  of  the 
case,   pp.    1-3,   supra.)      That  being   the   clear   intent   of 


^See,  also,  Hartford  Ace.  &  Ind.  Co.  v.  Middletown  Nat.  Bank. 
126  Conn.  179,  10  A.  2d  604,  606  (1939),  quoting  with  approval 
this  same  statement  of  the  rule. 


the  Government,  under  any  true  test  these  endorsements 
were  not  forgeries.  (United  States  v.  Continental- Ameri- 
can Bank  &  Tr.  Co.,  175  F.  2d  271,  272  (C.  A.  5,  1949), 
cert.  den.  338  U.  S.  870  (1949);  United  States  v.  First 
Natl.  Bank  of  Alhuquerqiie,  131  F.  2d  985  (C.  A.  10, 
1942),  cert.  den.  318  U.  S.  774  (1943);  Fidelity  &  Dep. 
Co.  of  Md.  V.  Union  Tr.  Co.,  129  F.  2d  1006  (C.  A.  2, 
1942)  ;  United  States  v.  First  Natl.  Bank  of  Prague,  124 
F.  2d  484  (C.  A.  10,  1941) ;  Security-First  National  Bank 
V.  United  States  of  America,  103  F.  2d  188  (C.  A.  9, 
1939)  ;  United  States  v.  Liberty  Ins.  Bank,  26  F.  2d  493 
(W.  D.  Ky.,  1928)  ;  United  States  v.  Union  Tr.  Co.,  139 
Fed.  Supp.  819  (D.  C.  Md.,  1956)  ;  Schweitzer  v.  Bank  of 
America,  42  Cal.  App.  2d  536,  109  P.  2d  441  (1941); 
Hartford  Ace.  &  Indeni.  Co.  v.  Middletozvn  Natl.  Bank, 
126  Conn.  179,  10  A.  2d  604  (1939);  Cohen  v.  Lincoln 
Sav.  Bank,  275  N.  Y.  399,  10  N.  E.  2d  457  (1937); 
Montgomery  Garage  Co.  v.  Mfrs.  Liab.  Lis.  Co.,  94  N. 
J.  L.  152,  109  Atl.  296  (1920);  Land  Title  &  Tr.  Co.  v. 
Northzvestern  Natl.  Bank,  196  Pa.  230,  46  Atl.  420 
(1900) ;  Anno.  112  A.  L.  R.  1435.)  Notwithstanding  the 
fact  that  application  of  the  impostor  rule  depends  upon 
whether  or  not  the  drawer's  intent  was  carried  out^  the 
Government  summarily  dismisses  this  as  an  unsatisfactory 
reason  for  applying  the  rule.  It  claims  that  the  drawer's 
intent  is  in  every  impostor  case  an  "unrealistic"  test 
because  it  is  "artificial  and  arbitrary."  (Op.  Br.  pp.  30-33, 
41.)' 


'^See  cases  cited  immediately  above.  Compare  Fulton  National  Bank 
of  Atlanta  v.  United  States,  107  F.  2d  86,  87-88  (C.  C.  A.  5,  1939), 
a  true  forgery  case. 

^While  the  cases  sometimes  state  that  the  drawer  may  be  said  to 
have  a  dual  intent,  first,  that  he  intends  to  make  the  instrument  pay- 
able to  the  person  before  him  or  to  the  person  writing  at  the  other 
end  of  the  line,  in  case  the  negotiation  is  by  correspondence,  and 


The  Government's  intention  however  to  deal  with  the 
impostors  in  this  case  is  clear;  it  is  neither  artificial, 
arbitrary  nor  unrealistic.  As  the  checks  in  question  were 
obviously  intended  for  persons,  not  names,  the  intention 
of  the  Government  as  drawer  cannot  depend  upon  the 
actual  existence  or  nonexistence  of  the  person  of  the  name 
inserted  in  the  instrument  as  payee.  (Hartford  Ace.  & 
Indemn.  Co.  v.  Middletown  Natl.  Bank,  126  Conn.  179, 
10  A.  2d  604,  606,  608  (1939).)  Any  of  the  impostors 
could  have  "assumed  the  name  of  Marco  Polo  with  the 
same  results  to  the  bank,"  {Schzueitser  v.  Bank  of  Amer., 
42  Cal.  App.  2d  536,  109  P.  2d  441  (1941),  at  p.  541  of 
42  Cal.  App.  2d)  instead  of  the  particular  fictitious  names 

second,  that  he  intends  to  make  the  instrument  payable  to  the  per- 
son whom  he  believes  the  stranger  to  be,  "Nevertheless  an  examina- 
tion of  the  cases  in  other  jurisdictions  can  leave  no  doubt  that,  as 
Brannan  points  out,  in  most  jurisdictions  it  has  been  held  that  the 
first  is  the  controlling  intent  (citations)"  Cohen  v.  Lincoln  Sav. 
Bank,  275  N.  Y.  399,  10  N.  E.  2d  457  (1937),  at  page  461  of  10 
N.  E.  2d.  See.  also  Security-First  National  Bank  v.  United  States,  103 
Fed.  188  (C.  A.  9,  1939)  ;  Montgomery  Garage  Co.  v.  Mfrs.  Liab.  Ins. 
Co.,  94  N.  J.  L.  152,  109  Atl.  296  (1920).  The  Court  in  the  Cohen  case, 
supra,  went  on  to  say,  "It  was  the  finding  of  this  first  intent  which 
has  dictated  the  conclusion  in  every  case  where  a  bank  has  been 
exonerated  of  fault  in  judgment  of  a  negotiable  instrument  to  a 
person  not  named  in  the  instrument."  (10  N.  E.  2d  at  p.  461). 
It  is  to  be  noted  that  under  the  facts  presented  by  the  instant  case  the 
drawer  can  be  said  to  have  but  one  intent;  that  is  to  say,  the  so- 
called  dual  intent  referred  to  above  and  present  in  many  impostor 
cases  (i.e.,  where  the  impersonation  is  of  a  living  or  existent  person 
whom  the  drawer  may  be  said  to  have  in  mind  and  whom  he  be- 
lieves the  impersonator  to  be)  is  not  present  in  this  case  where 
the  drawer  is  dealing  with  an  impostor,  under  an  assumed  and 
fictitious  name.  Thus  the  stranger,  to  whom  he  makes  the  instru- 
ment payable,  is  the  person  writing  at  the  other  end  of  the  line  and 
is  the  same  person  he,  in  fact,  believes  the  stranger  to  be.  It 
follows,  therefore,  that  there  cannot  be  in  this  situation  anything 
arbitrary  or  unrealistic  in  adhering  to  the  test  of  the  drawer's  intent 
in  applying  the  impostor  rule  as  there  is  no  necessity  even  that  a 
choice  of  two  possible  intents  be  made.  Thus,  this  is  the  strongest 
])ossible  case  for  the  application  of  the  impostor  rule.  See  Note  21, 
pp.  20-21,  infra. 
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they  in  fact  assumed.  Appellant  concedes  this.  (Op.  Br. 
p.  27,  N.  13.)  And,  of  course,  the  impostors  with  whom 
the  Government  actually  dealt  in  this  case  were  actual 
persons.^  [R.  28.]  The  checks  were  issued  and  delivered 
by  the  Government  to  the  impostors,  in  their  assumed  and 
fictitious  names,  solely  to  consummate  the  dealing  or  trans- 
action between  them  and  for  no  other  reason.^"  (See 
Cohen  v.  Lincoln  Sav.  Bank,  275  N.  Y.  399,  10  N.  E.  2d 
457,  461  (1937).)  It  cannot,  we  submit,  be  seriously 
argued  that  the  Government  in  this  case  dealt  with  the 
impostors  on  any  basis  other  than  actual  persons  believed 
to  be  valid  claimants  entitled  to  tax  refunds  [Findings  of 
Fact,  R.  28-29;  cf.  Land  Title  &  Tr.  Co.  v.  Northzvestern 
Natl.  Bank,  196  Pa.  230,  46  Atl.  420,  422  (1900)],  and 
that  on  this  basis  they  issued  and  delivered  refund  checks 
intended  for  the  impostors  and  necessarily  with  the  intent 
that  such  checks  would  be  paid  on  their  endorsements. 
(United  States  v.  First  Natl.  Bank  of  Albuquerque,  131 
F.  2d  985,  988  (C.  A.  10,  1942),  cert.  den.  318  U.  S.  774 
(1943).) 

It  was  stipulated  and  found  as  a  fact  in  the  District 
Court   that    "each    of    the   checks    was    endorsed    by    the 


^See  Fidelity  &  Dep.  Co.  of  Md.  v.  Union  Tr.  Co.,  129  F.  2d 
1006.  1009  (C.  A.  2,  1942),  affirming  37  Fed.  Supp.  3  (C.  C.  N.  Y., 
1941)  ;  United  States  v.  Union  Trust  Co.,  139  Fed.  Supp.  819,  824 
(D.  C.  Md.,  1956)  ;  Hartford  Accident  &  hid.  Co.  v.  Middletomyi 
Natl.  Bank,  126  Conn.  179,  10  A.  2d  604,  607  (1939). 

^*^When  the  Government  issued  the  checks  there  was  no  mistake  of 
fact  except  the  mistake  which  the  Government  made  when  it  issued 
the  checks,  and  the  loss  is  due,  not  to  the  bank's  error  in  faiUng  to 
carry  out  the  Government's  intention,  but  primarily  to  the  Govern- 
ment's own  error,  into  which  it  was  led  by  the  deception  previously 
practiced  upon  it.  See  Hartford  Ace.  &  Indcm.  Co.  v.  M  id  d  I  down 
Natl.  Bank,  126  Conn.  179,  10  A.  2d  604,  606  (1939)  ;  and  see  United 
States  V.  Union  Tr.  Co.,  139  Fed.  Supp.  819  (D.  C.  Md..  1956)  ; 
United  States  v.  Continental- American  Bank  &  Trust  Co.,  175  F. 
2d  271  (C.  A.  5,  1949),  cert.  den.  338  U.  S.  870  (1949). 


I 
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person  who  had  signed  the  tax  return  on  the  basis  of 
which  the  refund  check  was  issued"  [R.  23-24,  29]. 
Thus,  as  to  each  check  the  endorsement  placed  upon  it 
was  the  endorsement  of  the  very  person  with  whom  the 
Government  had  been  deahng,  under  his  assumed  and  ficti- 
tious name,  and  for  whom  the  check  was  by  the  Govern- 
ment intended.  (Compare  United  States  v.  Liberty  Ins. 
Bank,  26  F.  2d  493,  494  (W.  D.  Ky.,  1928).)  In  this 
posture  the  actual  intent  of  the  Government  to  deal  with 
the  impostors  has  not  only  been  objectively  manifested 
by  the  fact  of  the  issuance  and  delivery  of  the  checks, 
but  that  actual  intent  is  conclusively  established  by  the 
circumstances  attending  and  inducing  the  issuance  and 
delivery  of  the  checks. ^^  The  existence  of  this  intent  is 
implicit  if  not  express  in  the  findings  made  below  [R. 
28-29].  This  actual  intent  being  estabHshed,  appellee  has 
;  simply  paid  money  on  the  strength  of  the  persons'  endorse- 
I    ment   in   each   case   for   whom   the   money   was    intended 


^^The  Court  in  Cohen  v.  Lincoln  Sav.  Bank,  supra,  10  N.  E.  2d 
at  p.  461,  really  got  to  the  crux  of  the  matter  when,  speaking  of  the 
drawer's  dominant  or  controlhng  intent  as  being  the  majority  rule  or 
test  adhered  to  in  applying  the  impostor  rule,  it  said : 

"It  is  sufficient  to  point  out  that  even  in  those  cases  which 
apply  to  so-called  'majority  rule'  there  was  proof  of  an  ante- 
cedent fraud  by  which  a  stranger  induced  a  person  to  deal  with 
him  by  masquerading  as  another  and  the  negotiable  instrument 
was  made  payable  to  the  impostor  as  a  result  of  the  antecedent 
fraud  and  the  negotiations  induced  thereby ;  and  it  appeared 
that  the  instrument  was  delivered  to  consummate  the  dealings 
with  the  stranger  and  with  intent  that  it  should  be  paid  to 
him     .     .     ." 

In  short  the  dominant  or  controlling  intent  exists  as  a  matter  of  law 
when  the  circumstances  attending  the  issuance  and  delivery  of  the 
checks  establish  as  facts  a  prior  dealing  between  the  drawer  and 
some  actual  impersonator,  fraudulently  induced,  and  such  dealing  is 
consummated  by  issuance  and  delivery  of  the  checks  intended  for 
that  very  person  with  whom  the  Government  had  been  dealing. 
See  Anno.  112  A.  L.  R.  1435,  1437. 
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{Cohen  v.  Lincoln  Savings  Bank,  supra,  at  p.  461  of  10 
N.  E.  2d)  and  perforce  the  endorsements  were  genuine. 
{United  States  v.  First  Natl.  Bank  of  Albuquerque,  supra, 
131  F.  2d  at  987,  and  cases  cited,  p.  8,  supra.)  What- 
ever might  be  said  with  respect  to  the  drawer's  intent  in 
the  case  of  an  employee  who,  alone,  is  in  a  position  to 
and  does  defraud  his  master^^  under  the  facts  of  this  and 
analogous  cases  nothing  is  left  to  "metaphysical  specula- 
tion" (Op.  Br.  p.  32)  as  to  what  the  Government's  actual 
intent  was.    It  is  an  undisputable  fact. 

The  drawer's  intention  to  deal  -with  the  impostors  and 
to  pay  the  checks  upon  their  endorsements  can  not,  of 
course,  depend  upon  the  fact  the  Government  was  induced 
by  fraud  to  deal  with  the  impostors^^  any  more  than  such 
intent  cannot  depend  upon  the  existence  or  non-existence 
of  a  person  of  the  name  designated  in  the  instrument  as 
the  payee  (see  p.  9,  supra). 


^-See  Hartford  Ace.  &  Indem.  Co.  v.  Middle fouii  Natl.  Bank.  126 
Conn.  179,  10  A.  2d  604,  607  (1939)  ;  Fidelitv  &  Dep.  Co.  of  Md. 
V.  Union  Trust  Co.,  37  Fed.  Supp.  3,  5-6.  aff.  129  F.  2d' 1006, 
1009  (C.  A.  2.  1942)  ;  and  compare  the  facts  in  Nat.  Met.  Bank  v. 
United  States,  323  U.  S.  454  (1945)  ;  Wash.  Loan  &  Tr.  Co.  v. 
United  States,  134  F.  2d  59  (C.  A.  D.  C,  1943)  ;  see  Point  II,  B. 
pp.  24-25,  infra. 

^^This  is  a  case  no  different  in  principle  from  the  situation  where 
the  execution  of  a  contract  is  fraudulently  induced  and  thus  voidable 
by  the  party  on  whom  the  fraud  was  practiced,  but  only  so  until  the 
rights  of  innocent  third  parties  intervene.  Until  voided  there  is  a 
valid  and  subsisting-  contract  though  fraudulently  induced.  Where, 
of  course,  negotiable  instruments  are  concerned  the  root  of  the 
policy  underlying  such  instruments  is  to  explicitly  protect  innocent 
third  parties  or  holders  in  due  course,  in  the  parlance  of  the  law 
merchant,  in  the  absence  of  which  negotiability  would  be  destroyed. 
Appellee  is  without  question  a  "holder  in  due  course"  under  the 
pertinent  provisions  of  the  Negotiable  Instruments  Law.  A  holder 
in  due  course  is  defined  inter  alia  as  a  holder  who  "at  the  time  (the 
instrument)  was  negotiated  to  him  .  .  .  had  no  notice  of  any 
.  .  defect  in  the  title  of  the  person  negotiating  (the  instru- 
ment)"   (Negotiable  Instruments  Law,  Section  52.)    "To  constitute 
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Appellants  suggest  as  a  test  that  there  should  be  no 
necessity  to  look  beyond  the  face  of  the  instrument  for 
the  purpose  of  ascertaining  the  drawer's  intent;  they  also 
advert  to  the  fact  that  equitable  considerations  are  dis- 
cussed in  various  opinions  in  the  impostor  cases  (Op.  Br. 
pp.  31,  33).  We  fail  to  see  how  either  of  these  statements 
aids  their  cause  or  how  such  can  turn  this,  a  clear  im- 
postor case,  into  a  forgery  case.  Rather  such  statements 
completely  beg  the  issue.  The  court  in  the  Cohen  case,^'' 
said,  with  respect  to  what  appears  by  the  instrument, 
"only  in  that  way  can  merchants  rely  upon  the  rule  that 
a  negotiable  instrument  in  the  hands  of  an  innocent  pur- 
chaser will  be  paid  according  to  its  tenor  and  intent  and 
will  not  be  paid  otherwise."  (Emphasis  added;  10  N.  E. 
2d  at  p.  463.)  We  submit  that  what  appears  within  the 
confines  of  the  four  corners  of  these  checks  are  the  genuine 
endorsements  of  the  intended  payees.  What  signatures 
might  these  endorsements  be  compared  with  so  that  it 
could,  under  this  test,  be  determined  otherwise?  Under 
this  test  how  would  appellant  show  the  endorsements  as 

notice  of  .  .  .  defect  in  the  title  of  the  person  negotiating  the 
same,  the  person  to  whom  it  is  negotiated  must  have  had  actual 
knowledge  of  the  .  .  .  defect  or  knowledge  of  such  facts  that 
his  action  in  taking  the  instrument  amounted  to  bad  faith."  (Nego- 
tiable Instruments  Law,  Section  56.)  It  is  clear  of  course  that 
appellee  had  no  notice  of  any  defect  in  the  title  of  the  persons  who 
negotiated  the  checks  in  question  to  appellee.  [Stipulation  of  Facts, 
R.  21-25;  Findings  of  Fact,  R.  26-30.]  Fraud  in  the  inducement 
by  which  each  impostor  herein  obtained  a  check  from  the  Govern- 
ment [Statement  of  the  Case,  pp.  1-2,  supra;  Findings  of  Fact, 
supra,  R.  26-30]  rendered  his  title  to  the  check  defective  (Nego- 
tiable Instruments  Law,  Section  55)  ;  but  such  constitutes  only  a 
personal  defense  available  to  the  drawer  against  the  impostor — 
payee  and  is  of  no  avail  against  appellee,  a  holder  in  due  course, 
who  "holds  the  instrument  free  from  any  defect  of  title  of  prior 
parties,  and  free  from  defenses  available  to  prior  parties  among 
themselves,  and  (who)  may  enforce  pa}Tnent  of  the  instrument  for 
the  full  amount  thereof  against  all  parties  liable  thereon."  (Nego- 
tiable Instruments  Law,   Section  57.) 

1^275  N.  Y.  399,  10  N.  E.  2d  457  (1937). 
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forgeries  ?  As  to  appellant's  other  suggestion,  until  forgery 
is  established  with  respect  to  these  endorsements  the 
equities  inherent  and  in  favor  of  appellee  only  provide 
added  strings  to  the  bow.  These  suggestions,  we  submit, 
only  point  up  the  lack  of  merit  in  appellant's  argument. 

Appellant  advances  a  lengthy  argument  (Op.  Br.  pp. 
33-47)  to  the  effect  that  in  their  view  the  impostor  rule 
has  been  actually  applied  only  where  either  (1)  the  casher 
has  upon  inquiry  of  the  drawer  been  advised  to  pay 
the  impostor;  or  (2)  the  impostor  would  have  been  identi- 
fied as  the  payee  by  the  drawer  if  inquiry  had  been  made 
by  the  casher.  In  the  "first  situation  appellant  says  "The 
drawer  is  clearly  precluded  from  asserting  forgeries"  (Op. 
Br.  p.  38).  In  the  second  situation  they  say,  'Tt  is  much 
less  speculative  to  assume  that  the  drawer  would  have 
identified  the  impostor  as  the  payee  for  the  casher"  than 
to  ascertain  the  drawer's  actual  or  subjective  intent  be- 
cause such  is  "artificial  and  arbitrary"  (Op.  Br.  p.  41). 

Aside  from  the  fact  that  in  this  case  the  drawer's 
actual  intent  is  an  established  fact,  as  a  matter  of  law, 
and  is  neither  artificial  nor  arbitrary  (see  pp.  8-12,  supra), 
appellant's  cases  do  not  substantiate  that  their  reasoning 
has  ever  been  the  basis  for  the  application  of  the  impostor 
rule  in  any  case.  In  no  case  we  have  read  has  it  even 
been  hinted  that  a  requisite  or  condition  for  the  application 
of  the  impostor  rule  was  either  of  the  foregoing  circum- 
stances to  which  appellant  alludes.  This  is  of  course 
not  surprising  because  appellant's  argument  erroneously 
assumes  that  the  endorsements  were  forgeries  (the  sole 
issue  at  bar)  and  from  this  false  assumption  they  proceed 
to  argue  that  under  the  facts  of   this   case   the  drawer 
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should  not  be  "precluded  from  asserting  forgeries"  (Op. 
Br.  p.  38).  As  a  matter  of  Federal  law,  whether  an 
endorsement  is  a  forgery  is  not  the  same  question  as 
whether  or  not  a  drawer  will  be  precluded  from  asserting 
a  forgery,  appellant's  protestations  to  the  contrary  not- 
withstanding. (United  States  v.  First  Natl.  Bank  of 
Albuquerque,  supra,  131  F.  2d  at  977  and  cases  cited  p. 
8,  supra.) 

Furthermore  what  transpires  between  the  drawer  and 
the  casher  or  what  might  have  transpired  (Op.  Br.  pp. 
39-42)  can  have  no  effect  of  itself  on  the  question  of 
whether  or  not  the  casher  has  fulfilled  his  contract  of 
guaranty.  Of  course,  some  affirmative  act  by  the  drawer 
may  work  an  estoppel  against  him  even  if  the  contract 
was  not  fulfilled  as  in  a  forgery  case.  This  is  the  situ- 
ation to  which  Section  23  of  the  Negotiable  Instruments 
Law^^  is  addressed.  But  the  crux  of  the  matter  herein 
surrounds  that  point  in  time  when  occurs  the  issuance 
and  delivery  of  the  checks  and  the  intention  of  the  drawer 
at  that  time.  Thus,  what  may  or  may  not  take  place 
thereafter  cannot  be  relevant  to  nor  change  the  prior 
circumstances  under  which  the  checks  were  issued  and 
delivered,  which  circumstances  are  determinative  of  the 
issue  herein. 


^^Section  23  of  the  Negotiable  Instruments  Law  is  as  follows : 
"Sec.  23  (Forged  Signature;  Effect  of.)  When  a  signature 
is  forged  or  made  without  the  authority  of  the  person  whose 
signature  it  purports  to  be,  it  is  wholly  inoperative,  and  no 
right  to  retain  the  instrument,  or  to  give  a  discharge  therefor, 
or  to  enforce  payment  thereof  against  any  party  thereto,  can  be 
acquired  through  or  under  such  signature,  unless  the  party 
against  whom  it  is  sought  to  enforce  such  right,  is  precluded 
from  setting  up  the  forgery  or  want  of  authority." 
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B.  The  Policy  Behind  the  Impostor  Rule  and  the  Law  o£ 
Negotiable  Instruments  Generally  Strongly  Support  the 
Application  o£  the  Impostor  Rule  to  the  Facts  o£  This 
Case. 

Appellant  argues  (Op.  Br.  pp.  22-27)  that  the  policy 
of  the  National  Metropolitan  case  renders  that  case  con- 
trolling herein.  Aside  from  the  fact  the  National  Metro- 
politan case  is  wholly  inapplicable  both  in  principle  and 
on  its  facts  (see  Point  II,  pp.  18-25,  infra),  we  submit 
the  policies  behind  the  impostor  rule  and  the  law  of  nego- 
tiable instruments  generally  are  parallel  and  that  the 
latter  poHcy  can  be  only  served  in  cases  such  as  the  one 
at  bar  by  applying  the  impostor  rule. 

The  cases  applying  the  impostor  rule  have  repeatedly 
pointed  out  that  to  not  apply  the  rule  would  destroy  the 
free  circulation  and  negotiability  of  Government  commer- 
cial paper.  (See  United  States  v.  Continental- American 
Bank  &  Tr.  Co.,  175  F.  2d  271,  272  (C.  A.  5,  1949), 
cert.  den.  338  U.  S.  870  (1949);  United  States  v.  First 
Natl.  Bank  of  Albuquerque,  131  F.  2d  985,  989  (C.  A.  10, 
1942),  cert.  den.  318  U.  S.  774  (1943);  United  States  v. 
Union  Tr.  Co.,  139  Fed.  Supp.  819,  923  (D.  C.  Md., 
1956).  See  also  Atlantic  Natl.  Bank  of  Jacksonville  v. 
United  States,  250  F.  2d  114,  118  (C.  A.  5,  1957) ;  Dart- 
mouth Natl.  Bank  of  Hanover  v.  Keene  Natl.  Bank,  99  N. 
H.  458,  115  A.  2d  316,  318,  319  (1955)  ;  and  see  Point  I, 
A,  pp.  12-13,  supra.)  The  policy  of  free  negotiability  of 
Government  paper  was  clearly  not  rejected  in  the  National 
Metropolitan  case  as  a  valid  policy  criterion  in  support  of 
the  application  of  the  impostor  rule  (c/.  Op.  Br.  pp.  34- 
35).  That  case  is  not  pertinent  to  this  or  factually  ana- 
logous cases  as  the  impostor  rule  was  not  even  raised  or 
discussed.  (See  Point  II,  A,  p.  19,  infra.)  Further- 
more, it  has  been  pointed  out  by  the  Supreme  Court  that 
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j  the  Government  is  not  a  privileged  suitor,  but  its  rights 
are  identical  to  those  of  private  individuals.  (See  Point 
I,  pp.  5-6,  supra.)  The  Court  in  so  holding  recognized 
that  "to  perform  adequately  its  basic  function  such  paper 
must  be  freely  transferable.  .  .  ."  (United  States  v. 
Union  Trust  Co.,  supra,  139  Fed.  Supp.  823.)  The 
Government  ''does  business  on  business  terms 
[and]  is  not  excepted  from  the  general  rule  by  the  large- 
ness of  its  dealings  and  its  having  to  employe  agents.  .  .  ." 
(United  States  v.  Natl  Exch.  Bank,  270  U.  S.  527,  534- 
535,  70  L.  Ed.  717,  718  (1926);  Clearfield  Tr.  Co.  v. 
United  States,  318  U.  S.  363,  369,  87  L.  Ed.  838,  843 
(1943).)^®  Its  responsibility  being  no  more  and  no  less 
than  that  of  any  other  drawer  the  free  circulation  of  its 
paper  should  obviously  not  be  impeded  where  other  com- 
mercial  paper  is  not  by  placing  upon  banks  unreasonable 
burdens  against  which,  as  a  practical  matter,  they  cannot 
protect  themselves  short  of  a  complete  embargo  on  Govern- 
ment paper.  ( United  States  v.  Continental- American  Bank 
&  Tr.  Co.,  supra,  175  F.  2d  at  p.  118.)  The  Government 
admits  that  they,  as  a  practical  matter,  can  do  nothing  to 
ease  the  situation  of  the  banks  with  respect  to  its  commer- 
cial paper  even  if  called  upon  to  do  so.^"^  The  plain  fact  is 
the  Government  is  asking  this  Court  to  hold  that  appellee 


^^The  Government,  however,  begs  this  court  to  except  it  from  its 
responsibilities  because  of  the  large  volume  of  its  dealings  with  re- 
spect to  tax  refunds  notwithstanding  the  clear  admonition  liy  the 
United  States  Supreme  Court  above  that  it  will  not  be  so  excused. 
See  Op.  Br.  Note  10,  p.  25. 

^'^"If  the  disbursing  agent  had  been  asked  to  identify  the  physical 
person  claiming  to  be  one  of  the  named  payees  he  would  have  been 
unable  to  do  so  inasmuch  as  his  knowledge  about  the  payee  was 
limited  to  the  information  that  appeared  on  the  fraudulent  tax 
return — namely,  the  payee's  name  and  address  as  it  appeared  on  the 
face  of  the  check  and  also  the  name  and  address  of  the  supposed 
employer.     [R.  28-29,  R.  20.]"     (Op.  Br.  26.) 
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guarantee  that  Government  checks  are  honestly  procured 
in  addition  to  their  present  guaranty  that  the  person  to 
whom  the  check  was  issued  endorsed  it.  This  is  indeed 
a  novel  suggestion.  But  such  is  not  any  part  of  the 
bank's  contract.  (See  United  States  v.  Continental- Ameri- 
can Bank  &  Tr.  Co.,  supra,  17 S  F.  2d  at  p.  272  and  other 
cases  cited,  p.  8,  supra) ;  rather  it  is  expressly  part 
of  the  drawer's  contract  who  "by  drawing  the  instrument 
admits  the  existence  of  the  payee  and  his  then  capacity 
to  endorse;  and  engages  that  on  due  presentment  the  in- 
strument will  be  accepted  or  paid,  or  both,  according  to 
its  tenor.  .  .  ."  (Negotiable  Instruments  Law,  Sec. 
61.)    (Emphasis  added.) 

II. 
The  Decisions  in  the  National  Metropolitan  and  Re- 
lated Cases  Relied  Upon  by  the  Government  Are 
Not  Pertinent  to  This  Case  Neither  in  Principle 
nor  on  Their  Facts. 

A.  The  Principles  of  the  National  Metropolitan  and  Related 
Cases  Are  Not  Pertinent  to  the  Case  at  Bar  and  Analo- 
gous Cases.  r-| 

The  Government  in  its  persistent  refusal  to  recognize 
the  difference  between  a  forger  and  an  impostor,  relies 
heavily  upon  the  decision  in  National  Metropolitan  Bank 
V.  United  States,  323  U.  S.  454  (1945)  (Op.  Br.  pp.  12- 
27,  45-47).  The  Supreme  Court  however  admonished  in 
unmistakable  terms  the  scope  of  its  holding  in  that  case: 

"We  do  hold  that  negligence  of  a  drawer-drawee 
in  failing  to  discover  fraud  prior  to  a  guaranty  of 
the  genuineness  of  prior  endorsements  does  not  ab- 
solve the  guarantor  from  liability  in  cases  ivhere  the 
prior  endorsements  Jmve  been  forged."  (323  U.  S. 
at  p.  459.)    (Emphasis  added.) 
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The  Court's  decision  was  clearly  premised  on  the  fact  of 
forged  endorsements.  Furthermore  the  cases  expressly 
drawn  upon  by  the  Court^^  in  the  National  Metropolitan 
case  were  both  clear  forgery  cases.  That  all  these  cases 
were  forgery  cases  and  thus  wholly  inapplicable  to  an 
impostor  case  has  been  patiently  pointed  out  on  several 
occasions  by  the  Fifth  Circuit.  (See  Atlantic  National 
Bank  of  Jacksonville  v.  United  States,  250  F.  2d  114,  118 
(C.  A.  5,  1957);  United  States  v.  Continental- American 
Bank  &  Tr.  Co.,  175  F.  2d  271,  272  (C.  A.  5,  1949), 
cert.  den.  2>ZS  U.  S.  870  (1949);  see  also,  United  States 
V.  Union  Trust  Co.,  139  Fed.  Supp.  819,  823-824  (D.  C. 
Md.,  1956).)  It  was  equally  pointed  out  by  the  court  that 
in  all  the  Government  cases  above  referred  to  the  impostor 
rule  was  not  even  raised  let  alone  mentioned  or  discussed. 
This  is  not  surprising  for  the  obvious  reason  that  a 
forgery  case  and  an  impostor  case  are  inherently  mutually 
exclusive  of  one  another.  The  National  Metropolitan  and 
related  cases,  being  cases  premised  on  the  fact  of  forged 
endorsements,  cannot  have  any  bearing  whatever  on 
this  case  which  we  have  demonstrated  to  be  a  classic  case 
for  the  application  of  the  impostor  rule  (see  Point  I,  A, 
pp.  6-15,  supra).  Furthermore,  the  United  State  Su- 
preme Court  has  on  two  occasions  made  this  very  clear. 

The  Supreme  Court  of  the  United  States  decided  the 
National  Metropolitan  case  in  1945.  Prior  thereto,  in 
1943,  the  Court  denied  a  writ  of  certiorari  in  United  States 
V.  First  Natl.  Bank  of  Albuquerque,  supra.^^    Subsequent 


^^United  States  v.  Natl.  Exch.  Bank  of  Providence,  214  U.  S. 
302  (1909);  Clearfield  Trust  Co.  v.  United  States,  318  U.  S.  363 
(1943). 

"131  F.  2d  985  (C.  A.  10,  1942),  cert.  den.  318  U.  S.  774,  denial 
<  by  the  Court  of  writ  of  certiorari  in  this  case  occurred  14  days  after 
the  Court  rendered  its  decision  in  Clearfield  Trust  Co.  v.   United 
States,  318  U.  S.  363  (1943). 


fl 
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to  its  decision  in  the  National  Metropolitan  case,  the  Court 
in  1949  denied  a  writ  of  certiorari  in  United  States  v. 
Continental- American  Bank  &  Tr.  Co.,  snpra.^^  On  both 
appeals  in  the  Continental- American  Bank  case  and  oi^lfci 
the  appeal  in  the  First  Natl,  Bank  of  Albuquerque  case 
the  impostor  rule  was  applied  by  the  Appellate  Courts 
and  the  loss  placed  on  the  Government.  The  "particular 
facts"  of  these  cases^^  painted  a  picture  indistinguishable 
from  the  case  at  bar. 

In  both  Continental- American  Bank  cases  the  Govern- 
ment strenuously  argued  that  the  National  Metropolitan 


20175  F.  2d  271  (C.  A.  5,  1949),  cert.  den.  338  U.  S.  870;  same 
case  on  prior  appeal  to  Fifth  Circuit,  161  F.  2d  935  (C.  A.  5, 
1942). 

^^See  Point  I,  A,  p.  7,  supra.  Brief  summaries  of  the  par- 
ticular facts  of  these  two  cases  are  as  follows : 

In  First  National  Bank  of  Albuquerque  the  veterans  bureau  issued 
to  Harry  T.  Goulding,  a  World  War  veteran,  an  adjusted  service 
certificate  pursuant  to  the  World  War  Adjusted  Compensation  Act. 
By  some  means  Harry  Wesley  Ott  got  possession  of  said  certificate 
and  representing  himself  to  be  Harry  T.  Goulding  presented  the 
certificate  together  with  a  loan  application  to  the  veterans  bureau. 
As  required  by  prescribed  forms  and  regulations  Ott  had  previously 
secured  an  identification  of  himself  as  Harry  T.  Goulding  from  a 
notary  public.  The  veterans  facility  consummated  the  loan  and 
issued  a  check  payable  to  the  order  of  Harry  T.  Goulding  and  de- 
livered same  by  mail  addressed  to  Harry  T.  Goulding  at  a  hotel 
where  Ott  was  registered  under  said  name.  Ott  presented  the  check 
to  the  First  National  Bank  of  Albuquerque  for  payment  and  the 
bank  cashed  the  check  and  delivered  the  proceeds  on  the  endorse- 
ment of  Harry  T.  Goulding  after  some  checking  was  done  as  to 
Ott's  assumed  identity.  The  bank  endorsed  the  check  "Prior  en- 
dorsements guaranteed"  and  it  was  negotiated  and  eventually  paid 
by  a  branch  of  the  Federal  Reserve.  Thereafter  the  Government 
discovered  the  fraud  and  demanded  reclamation  from  the  bank 
which  was  refused.  The  trial  court  applied  the  impostor  rule  and 
the  Government  appealed  (131  F.  2d  at  pp.  986-987). 

In  United  States  v.  Continental- Ainerican  Bank  &  Trust  Com- 
pany one  Bertha  Smith  assumed  the  name  of  Beulah  Mitchell  Gibbs, 
the  widow  of  a  deceased  soldier,  and  impersonating  said  widow 
through  applications  and  affidavits  in  correspondence  with  the  Vet- 


—21— 

case  controlled,  indeed,  on  the  second  appeal  of  that  case^^ 
that  the  prior  decision  was  wholly  inconsistent  and  con- 
trary to  the  decision  in  the  National  Metropolitan  case  and 
the  cases  relied  on  therein.^^  The  Fifth  Circuit  held  in 
both  instances  that  the  National  Metropolitan  case  and 
the  cases  relied  on  therein  were  not  only  not  controlling, 
but  were  not  pertinent  involving  as  they  did  common 
forgeries,  not  impostors.  Similarly  in  the  First  National 
Bank  of  Albuquerque  case  the  Government  asserted  that 
the  transaction  there,  as  a  matter  of  federal  law,  should 

erans  Administration  secured  therefrom  allowances  as  said  widow  in 
pursuance  of  which  a  series  of  checks  were  issued  and  delivered  by 
the  Veterans  Administration  to  her.  She  endorsed  said  checks  in 
her  assumed  name  of  Beulah  Mitchell  Gibbs  and  the  bank  assum- 
ing her  so  to  be  cashed  the  same.  The  defendant  banks  endorsed 
the  checks  "Prior  endorsements  guaranteed",  and  they  were  paid 
by  the  Federal  Reserve  Bank.  The  trial  court  applied  the  im- 
postor rule  and  the  Government  appealed  (175  F.  2d  at  pp.  271- 
272). 

In  both  these  cases,  as  in  the  case  at  bar,  the  Government  was 
deceived  into  dealing  with  an  actual  impostor  under  an  assumed 
name,  who  was  believed  to  be  a  valid  claimant,  and  in  consummation 
of  said  dealing  issued  and  delivered  checks  intended  for  the  very 
person  with  whom  it  had  dealt  and  with  the  intent  that  such 
checks  be  paid  on  their  endorsements.  The  only  factual  difference 
between  these  two  cases  and  the  case  at  bar  is  that  in  those  two 
cases  the  name  assumed  by  the  impostors  was  the  name  of  an 
actual  person  with  a  valid  claim  against  the  Government,  while  in 
the  case  at  bar  the  name  assumed  was  a  fictitious  name.  But  as  we 
have  pointed  out,  the  existence  or  non-existence  of  a  person  of  a 
name  assumed  and  designated  in  the  instrument  as  the  payee  cannot 
have  any  bearing  on  the  drawer's  intent.  See  Point  I-A,  pp.  9,  12, 
supra.  This  factual  difference  is  thus  wholly  immaterial  in  the 
determination  of  the  issue  herein  in  the  same  manner  as  it  is 
immaterial  whether  the  dealings  are  carried  on  in  person  or  by 
correspondence.  See  Point  I,  p.  6,  supra.  Furthermore,  as 
only  one  intent  can  reasonably  be  ascribed  to  the  Government  in 
this  case  as  opposed  to  a  dual  intent  present  in  many  impostor 
situations,  this  case  is  an  even  stronger  case  on  its  facts  than  are 
the  two  cases  above  for  the  application  of  the  impostor  rule.  See 
Note  8  at  pp.  8-9,  supra. 

^See  Note  20,  p.  20,  supra. 

23See  175  F.  2d  at  p.  271. 


—22— 

be  held  a  forgery,  relying  on  United  States  v.  National 
Exchange  Bank  of  Providence,  214  U.  S.  302  (1909).^' 
This  was  also  one  of  the  cases  relied  upon  by  the  Govern- 
ment in  both  Continental- American  Bank  cases,  supra. 

Of  paramount  significance  however  is  the  fact  that  in 
its  petitions  in  the  First  National  Bank  of  Albuquerque 
case  and  in  the  later  Continental- American  Bank  case  for 
a  writ  of  certiorari  the  Government  expressly  based  its 
application  for  the  writ,  in  both  instances,  on  the  sole 
ground  that  the  impostor  rule  had  been  erroneously  applied 
and  the  decision  sought  to  be  reviewed  was  inconsistent  and 
contrary  to  the  forgery  cases  urged  by  the  Government 
to  be  controlling;^^  in  the  Continental- American  Bank  case, 
that  the  decision  was  inconsistent  and  contrary  to  the 
Court's  decision  in  the  National  Metropolitan  case  argued 


24See  131  F.  2d  at  p.  988. 

^^We  have  had  examined  the  Government's  petitions  for  writ  of 
certiorari  in  both  cases  appearing  above.  In  the  case  of  United 
States  V.  First  Natl.  Bank  of  Albuquerque,  in  which  certiorari  was 
denied,  the  Government's  statement  of  the  question  was  as  follows : 
"Respondent,  the  presenting  Bank,  received  payments  from  the 
United  States  on  a  check  which  had  been  issued  as  a  loan  on  a 
veteran's  adjusted  service  certificate,  and  upon  which  the  payee's 
endorsement  was  forged.  Respondent  guaranteed  prior  endorse- 
ments. Does  the  so-called  impostor  rule  apply  to  prevent  recovery 
by  the  United  States?"  It  was  pointed  out  in  opposition  to  the 
petition  of  the  Government  that  the  statement  that  the  endorsement 
was  forged  was  begging  the  question  and  inaccurate.  Under  rea- 
sons for  granting  the  writ  of  certiorari  the  Government  pointed 
out  that  there  was  a  conflict  with  the  National  Exchange  Bank  of 
Providence  case  in  the  Supreme  Court  and  also  with  a  number  of 
Court  of  Appeals  cases  including  the  case  of  District  Natl.  Bank  v. 
Washington  Loan  &  Tr.  Co.,  65  F.  2d  831  (C.  A.  D.  C.  1933). 
In  the  opposition  it  was  brought  out  that  the  National  Exchange 
Bank  of  Providence  case  was  a  forgery  case  and  had  no  application 
to  the  case  at  bar. 


—23— 

to  be  controlling.^^  By  the  Court's  action  in  denying  writs 
of  certiorari  on  both  these  occasions,  and  particularly  with 
respect  to  the  later  Continental- American  Bank  case,  it  is 
beyond  serious  argument  that  the  Supreme  Court  in  those 
cases  accepted  as  a  matter  of  federal  law  the  application  of 
the  impostor  rule  thereto  and  necessarily  with  respect  to 
analogous  cases  such  as  the  one  at  bar;  and  further  that 
application  of  the  impostor  rule  in  such  cases  is  wholly  con- 
sistent with  the  principle  of  the  National  Metropolitan  and 
other  related  forgery  cases  which  are  perforce  inapplicable 
thereto.  No  other  construction  of  the  Court's  actions  is 
tenable.  (Compare  Appellant's  Statement,  Op.  Br.,  Note 
15,  p.  28.) 


^^In  United  States  v.  C ontinental- American  Bank  &  Tr.  Co.,  in 
which  certiorari  was  denied,  the  question  of  the  application  of  the 
impostor  rule  was  definitely  the  primary  question.  Under  the  head- 
ing "Questions  Presented"  there  appears  the  following: 

"3.     Whether  the   so-called   impostor   rule  can  apply  at  all 
to  a  check  issued  by  the  United  States." 

The  Government  relied  heavily  on  the  National  Metropolitan  Bank 
case  and  as  well  on  the  National  Exchange  Bank  of  Providence. 
The  Government,  under  the  heading  of  "Reasons  for  Granting  Writ 
of  Certiorari"  argued  that  (a)  the  Court  refused  to  follow  the 
controlling  decisions  of  the  Supreme  Court  in  the  National  Metro- 
politan Bank  and  National  Exchange  Bank  of  Providence  cases ; 
(b)  that  the  so-called  impostor  rule  has  no  application  in  the  case 
of  government  checks.  In  opposition  it  was  pointed  out  that  the 
impostor  rule  has  become  an  established  precedent  in  our  juris- 
prudence regarding  liability  on  the  endorsing  banks  and  distin- 
guished the  National  Metropolitan  Bank  case  as  "a  plain  forgery 
and  is  therefore  irrelevant  to  a  consideration  of  the  question,  pre- 
sented by  the  instant  petition."  To  all  of  the  above  contentions 
urged  so  strenuously  by  the  Government,  the  Supreme  Court  denied 
certiorari — ^an  effective  answer  to  the  Government  herein. 


B.  The  National  Metropolitan  and  Related  Cases  Are  Dis- 
tinguishable From  the  Case  at  Bar  on  Their  Facts  as 
Well  as  on  Principle. 

Aside  from  the  fact  that  the  principles  of  the  National 
Metropolitan  and  related  cases  have  no  bearing  on  the 
case  at  bar,  these  cases  relied  upon  so  heavily  by  the 
Government  are  as  well  distinguishable  on  their  facts  in 
one  very  material  respect.  Most  of  the  Government's 
cases,  at  least  the  important  ones,  involve  the  situation 
of  an  employee,  who.  alone,  is  in  a  position  to,  and  does, 
perpetrate  a  fraud  on  his  master — in  most  instances  the 
Government."'  In  this  fact  situation  the  impostor  rule, 
when  applied,  may  perhaps  be  but  a  rationalization  adopted 
to  reach  a  desired  result,  but  nonetheless  a  correct  result. 
It  may  be  true  that  in  such  cases  it  is  not  realistic  to 
say  that  the  checks  were  delivered  by  the  Government  to 
its  own  employee  believing  him  to  be  the  person  whose 
name  he  had  assumed,  the  name  designated  as  the  payee, 
and  intending  him  to  be  the  person  on  whose  endorsement 
the  checks  would  be  paid."^  It  is  perhaps  somewhat  diffi- 
cult in  the  fraudulent  employee  case  to  attribute  to  the 
Government  as  an  entity  any  actual  or  specific  intent  to 
deal  with  some  actual  person  claiming  under  some  name 
to  be  entitled  to  money  from  the  Government,  or  that  the 


-'See  National  Metropolitan  Bank  v.  United  States,  323  U.  S. 
454.  89  L.  Ed.  383 ;  Washington  Loan  &  Trust  Co.  v.  United  States, 
134  F.  2d  59  (C.  A.  D.  C,  1943; .  The  facts  of  these  cases  are 
summarized  in  apf)ellant's  Opening  Brief  at  pages  13-16. 

2sSee  Fidelity  &  Deposit  Co.  of  Md.  v.  Union  Tr.  Co.,  129  F. 
2d  1006,  1009  (C.  A.  2,  1942),  affirming  37  Fed.  Supp.  3  ( D.  C. 
N.  Y.,  1941);  Hartford  Ace.  &  Indem.  Co.  v.  Middletoum  Nail. 
Bank,  126  Conn.  179  (10  A.  2d  604,  1939),  and  United  States  v. 
Union  Tr.  Co.,  139  Fed.  Supp.  819  (D.  C.  Md.,  1956),  which  point 
up  the  importance  of  this  factual  difference  between  the  t>-pe  of 
case  at  bar  and  those  relied  upon  by  the  Government  involving  a 
fraudulent  employee  with  regard  lo  the  proper  application  of  the 
impostor  rule. 
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check  issued  is  intended  to  be  paid  on  any  such  person's 
endorsement — the  Government  official  who  issues  the  check 
obviously  has  not  had  any  dealings  in  the  matter  except 
with  his  fellow  servant  of  the  Government  to  whom  he 
delivers  the  checks.  However,  we  do  not  suggest  that  it 
follows  from  the  foregoing  that  in  the  fraudulent  employee 
case  the  result  is  necessarily  a  forged  endorsement.  Al- 
though such  a  case  is  not  the  case  at  bar  and  we  do  not 
wish  or  intend  here  to  argue  a  different  case  than  is 
involved  herein,  we  may  suggest  the  endorsements  in  the 
employee  situation  should  also  be  held  to  be  genuine  for 
the  reason  that  the  checks  are  bearer  paper."® 


^^In  the  fraudulent  employee  or  "insider"  situation  the  federal 
rule  we  have  suggested  above  as  being  applicable  thereto  is  not 
original  with  us,  but  has  indeed  been  suggested  in  Washington  Loan 
&  Tr.  Co.  V.  United  States,  134  F.  2d  59,  63-64  (C.  A.  D.  C, 
1943),  a  case  relied  upon  by  the  Government  herein.  The  adoption 
of  such  a  rule  as  the  federal  rule  to  govern  the  employee  cases  is, 
in  effect,  the  adoption  of  Section  9(3)  of  the  Negotiable  Instru- 
ments Law  as  amended,  which  amended  portion  of  said  section  has 
been  expressly  adopted  by  statute  in  at  least  seventeen  states.  The 
effect  of  Section  9(3),  as  amended,  is  that  an  instrument  is  bearer 
paper  when  an  employee  or  agent  has  supplied  the  name  of  a  payee, 
to  the  person  making  it  payable,  which  name  is  fictitious  or  of  a 
non-existent  person,  or  with  the  same  effect,  the  name  of  a  living 
person  not  intended  to  have  any  interest  therein ;  such  instrument  is 
then  payable  to  the  order  of  a  fictitious  or  non-existing  person  and 
is  bearer  paper.  Such  is  the  operation  of  this  section  and  perhaps 
supplies  a  better  reason  for  reaching  a  correct  result  than  is  the 
case  if  the  impostor  rule  is  applied.  For  an  excellent  illustration 
of  how  this  section,  if  adopted  as  the  applicable  federal  rule  in 
fraudulent  employee  situations  would  work,  see  United  States  v. 
Bank  of  Amcr..  NT&SA,  47  Fed.  Supp.  279,  280-281  (D.  C.  Cal. 
Dist.  Ct.,  1942).  This  particular  case  reached  this  result  as  a  pos- 
sible alternative  ground  for  the  decision  under  California  law  even 
before  California  expressly  adopted  the  amendment  to  Section  9(3) 
of  the  Negotiable  Instruments  Law  in  1945.  (The  17  states  re- 
ferred to  above  as  having  adopted  the  amended  version  of  Section 
9(3)  of  the  Negotiable  Instruments  Law  are:  Alabama,  Arizona, 
Arkansas,  California,  Georgia,  Idaho.  Illinois,  Louisiana,  Massa- 
chusetts, Minnesota,  Mississippi,  Montana,  New  Mexico,  North 
Carolina,  Oregon,  Utah  and  Wisconsin.  See  Statutory  Material 
for  Cases  on  Commercial  and  Investment  Paper,  2d  Ed.,  Roscoe 
Steffen,  Professor  of  Law,  University  of  Chicago,   1954,  p.  7. 
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Conclusion. 

To  summarize  the  argument  at  this  point  would  be  to 
repeat  the  summary  which  preceded  it.  For  the  reasons 
which  we  have  set  forth  the  judgment  of  the  Court  below 
should  be  affirmed. 

Respectfully  submitted, 
Ross  C.  Fisher, 
Knox  Farrand, 
Stephen  M.  Farrand, 
Douglas  T.  Foster, 

Attorneys  for  Appellee. 

Farrand,  Fisher  &  Farrand, 
Of  Counsel. 

March  15,  1959. 
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Bank  of  America  National  Trust  &  Savings  Association, 

appellee 


No.  16165 

United  States  of  America,  appellant, 

V. 

Security-First  National  Bank,  appellee 


ON  APPEALS  FROM  THE  UNITED  STATES  DISTRICT  COURT 
FOR  THE  SOUTHERN  DISTRICT  OF  CALIFORNIA,  CENTRAL 
DIVISION 


BRIEF  FOR  THE  UNITED  STATES  i 


jurisdictional  statement 


On  August  25,  1955,  the  United  States  instituted 
separate  suits  against  appellees  to  recover  $1,341.08, 
plus  interest  from  Bank  of  America  and  $9,719.15,  plus 


^  An  order  by  the  Chief  Judge  filed  on  December  10,  1958,  granted 
the  Government's  motion  for  permission  to  file  a  single  brief  for  the 
above-captioned  appeals. 

(1) 


interest,  from  the  Security-First  National  Bank,  wMch 
the  Treasurer  of  the  United  States  had  paid  to  ap- 
pellees upon  7  and  58  checks,  respectively,  bearing 
allegedly  forged  signatures  of  the  payees,  who  in  each 
instance  were  fictitious  or  nonexistent  (R.  3-9;  R'. 
3-14)."  The  jurisdiction  of  the  district  court  over  the 
action5rested  upon  28  U.S.C.  1345.  On  June  3,  1958, 
the  United  States  District  Court  for  the  Southern 
District  of  California,  Central  Division,  entered  judg- 
ments against  the  United  States  (R.  18-20;  R'.  30-31). 
On  July  25,  1958,  the  United  States  filed  notices  of  ap- 
peal (R.  22 ;  R'.  31-32).  The  jurisdiction  of  this  Court 
rests  upon  28  U.S.C.  1291. 


STATEMENT 


The  facts  found  by  the  court  below  were  stipulated  by 
the  parties  and  may  be  summarized  as  follows : 

a.  The  Security-First  National  Bank  case — Dui'ing 
the  year  1949  and  prior  thereto,  Arthur  H.  Lange, 
Aline  Lange  Lee,  a  real  estate  broker  of  Los  Angeles, 
and  her  son  and  other  members  of  her  family  ^  entered 


2  'n 


'R.  — "  refers  to  the  record  in  the  Bank  of  America  case,  No. 
16164;  while  "R/  "  refers  to  the  record  in  the  Security-First 

National  Bank  case,  No.  16165. 

"  In  August,  1950,  AHne  Lange  Lee  and  several  members  of  her 
family,  Augustus  C.  Flemmings,  Jr.,  Harold  R.  Washington, 
Celeste  C.  Flemmings,  Dorothy  Mae  Flemmings,  and  Theodore  W. 
Lange,  Jr.,  were  convicted  on  pleas  of  nolo  contendere  and  sentenced 
for  conspiracy  to  defraud  the  Government  with  respect  to  false 
claims  pertaining  to  the  scheme  of  seeking  the  return  of  tax  refunds 
alleged  to  be  due  on  the  basis  of  fictitious  and  fraudulent  representa- 
tions. S.D.  Calif.,  Cr.  Nos.  21012,  21013,  21014.  21015.  21016, 
21018,  respectively.  Tony  R.  DeHart.  another  member  of  Aline 
Lange  Lee's  family,  was  convicted  on  a  plea  of  guilty  and  sentenced 
for  the  same  conspiracy  on  February  27,  1950.  S.D.  Calif.,  Cr.  No. 
21017. 


into  a  scheme  to  defraud  the  United  States  pursuant  to 
which  they  caused  to  be  prepared  fictitious  ''W-2" 
forms  concerning  salary  and  tax  withheld  by  alleged 
employers  and  then  filed  income  tax  returns  with  the 
' '  W-2 ' '  forms  attached  in  the  names  of  the  fictitious  tax 
payers  (R\  28)."'  These  returns  and  forms  were  pre- 
pared in  such  a  way  as  to  indicate  that  a  refund  on  in- 
come tax  was  due  and  payable  to  the  respective  ficti- 
tious persons  whose  names  appeared  on  the  fraudulent 
returns  (R'.  22).  The  names  used  on  the  fraudulent 
''W-2"  forms  and  tax  returns  were  fictitious  in  each 
instance  (R'.  28).  These  income  tax  returns  and  ac- 
comjDanying  withholding  statements  were  filed  with 
the  District  Director  of  Internal  Revenue  (R'.  28). 
The  United  States  Treasury  upon  receipt  of  these 
returns  issued  each  of  the  checks  sued  upon  without 
first  checking  the  records  to  determine  whether  the 
taxes  claimed  to  have  been  paid  had  in  fact  been  with- 
held or  without  otherwise  making  any  investigation 
with  respect  to  the  tax  returns  or  withholding  state- 
ments (R'.  28-29).^  The  refund  checks  were  drawn 
and  made  payable  to  the  various  fictitious  payees  and 
were  mailed  to  the  addresses  given  in  the  income  tax 
returns  (R'.  29).    Each  of  the  checks  was  endorsed  by 


*  As  the  court  found,  the  Internal  Revenue  laws  of  the  United 
States  at  the  time  involved  in  this  case  and  at  present  provide  that 
employees  should  receive  at  the  end  of  each  calendar  year  "W-2" 
forms  from  each  employer,  indicating  thereon  the  amount  of  income 
paid  by  the  employer  to  the  employee,  the  amount  of  Social  Security 
withheld  and  the  amount  of  income  tax  withheld.  The  "W-2"  form 
is  filed  by  the  employee  together  with  his  income  tax  return.  If  the 
amount  of  income  tax  withheld  exceeds  the  amount  of  tax  the 
employee  must  pay  for  the  year,  the  employee  indicates  on  his 
return  that  the  excess  money  is  either  to  be  applied  to  the  ensuing 
year's  income  taxes  or  is  to  be  refunded  to  the  employee.  (R'.  27-28) . 

^  See  fn.  10,  infra,  p.  25. 


the  person  who  had  signed  the  tax  return  showing  the 
overpayment  for  which  a  Treasury  check  was  issued 
to  a  fictitiously  named  payee  (R'.  29).  As  may  he 
seen  from  an  inspection  of  the  checks,  on  37  of  the  58 
checks  involved  in  this  case  the  second  endorsement  was 
made  by  the  Aline  L.  Lee  Eealty  Company,  15  by  Tony 
R.  DeHart  and  one  each  by  Harold  Washington  and 
Celeste  Flenmiings.^  After  second  endorsements  had 
been  subscribed  on  all  of  the  checks,  they  were  cashed 
by  appellee  bank  in  the  course  of  business  (R'.  29). 
The  checks  were  thereafter  endorsed  by  the  bank  in  the 
normal  course  of  business  with  the  statement  thereon 
"All  prior  endorsements  guaranteed"  and  were  pre- 
sented for  payment  and  paid  by  the  Government's  fiscal 
agent  (R'.  29).  Upon  discovery  of  the  fraud,  the 
United  States  gave  notice  thereof  to  the  appellee  bank 
with  respect  to  all  of  the  checks  involved,  demanding 
repayment  in  the  amount  of  $9,719.15  which  the  bank 
has  refused  to  make  (R'.  29-30).  The  district  court 
held  that  the  appellee  bank  was  not  liable  to  the  United 
States  upon  its  guarantee  of  prior  endorsements  be- 
cause of  the  view  that  the  endorsements  of  the  payees' 
names  were  not  forged  (R'.  30). 

b.  The  Bank  of  America  case — This  case  involves 
7  fraudulently  procured  tax  refund  checks  issued  to  7 
different  fictitious  or  nonexistent  payees  (R.  13,  19-20). 
These  checks  were  issued  on  the  basis  of  fraudulent 
income  tax  returns  filed  with  the  United  States  in  the 
names  of  the  payees  on  the  checks  in  question  (R.  20). 


"The  checks  reproduced  at  pp.  11,  12  and  13  of  the  record  (R'.) 
in  this  case  are  representative  of  these  second  endorsements. 
Thus,  at  least  54  of  the  second  endorsements  were  made  by  or  on 
behalf  of  Aline  Lange  Lee  and  her  family. 


Each  of  the  income  tax  returns  showed  that  the  ficti- 
tious taxpayer  was  entitled  to  a  refund  (  R.  20) .  Upon 
receipt  of  the  false  and  fraudulent  returns,  and  relying 
solely  on  them,  the  United  States  issued  the  7  checks  in 
question  and  mailed  them  to  the  names  and  addresses 
listed  in  the  false  tax  returns  (R.  20).  Each  of  the 
checks  was  endorsed  by  the  person  who  had  signed  the 
tax  return  on  the  basis  of  which  the  refund  check  was 
issued  (R.  20).  Prior  to  the  time  that  the  checks  were 
deposited  in  appellee  bank  at  least  a  second  endorse- 
ment was  added  after  the  endorsement  in  the  payee's 
name."^  Thereafter,  the  bank  in  due  course  endorsed 
the  checks  '^All  prior  endorsements  guaranteed"  and 
presented  them  for  payment  which  was  made  by  the 
Government's  fiscal  agent  (R.  21).  Upon  discovery 
of  the  fraud,  the  United  States  gave  notice  thereof 
to  the  appellee  bank  in  October  1949  and  January  1950 
and  demanded  return  of  the  amount  of  the  checks,  a 
total  of  $1,341.08  (R.  21).  Appellee  has  refused  to 
make  such  payment  (R.  21).  The  district  court  held 
that  the  "impostor  rule"  was  applicable  in  this  case 
and  that  the  endorsements  of  the  payees'  names  on  the 
checks  were  not  forgeries  so  that  the  United  States  was 
not  allowed  to  recover  (R.  21). 


SPECIFICATION    OF   ERRORS 


(1)  In  each  case  the  district  court  erred  in  holding 
that  appellee  bank  was  not  liable  to  the  United  States 
upon  its  guarantees  of  prior  endorsements. 


"^  This  may  be  seen  upon  inspection  of  the  checks,  one  of  which 
lias  been  reproduced  in  the  printed  record  (R.  9).  The  names  of  Tony 
R.  DeHart  and  Dorothy  Mae  Flemmings,  two  of  the  conspirators 
involved  in  the  Security-First  National  Bank  case,  fn.  3,  supra, 
p.  2,  appear  on  3  of  the  checks. 
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(2)  In  each  case  the  district  court  erred  in  entering 
judgment  for  appellee  bank. 

(3)  The  district  court  in  the  Bank  of  America  case 
erred  in  holding  that  the  "impostor  rule"  is  applicable 
to  the  facts  of  that  case. 

SUMMARY    OF   ARGUMENT 

There  is  unquestioned  here  the  basic  rule  that  the 
drawer  who  pays  a  check  upon  a  forged  endorsement  of 
a  payee  may  recover  from  one  who  receives  payment, 
for  such  payment  has  been  made  in  mistaken  reliance 
upon  the  representation  of  the  presenter  that  he  has 
title.  The  court  below,  apparently  on  the  basis  of  the 
decision  in  Atlantic  National  Bank  of  Jacksonville  v. 
United  States,  250  F.  2d  114  (C.A.  5,  1957)  which  re- 
lated to  an  almost  identical  fact  situation,  avoided  this 
rule  by  holding  that  the  endorsements  of  the  payees' 
names,  which  were  fictitious  or  nonexistent,  by  the 
persons  who  had  fraudulently  induced  the  Govern- 
ment to  issue  the  checks  upon  the  basis  of  false  and 
fraudulent  income  tax  returns  were  not  forgeries.  The 
United  States  contends  that  the  impostor  rule,  upon 
which  the  court  relied,  is  not  applicable  to  the  facts 
of  the  present  cases. 

In  Point  I  we  show  that  in  all  essential  respects  these 
cases  cannot  be  distinguished  from  National  Metropoli- 
tan Bank  v.  United  States,  323  U.S.  454  (1945),  and  re- 
lated cases.  Those  cases  make  it  clear  that  even  the 
drawer's  negligence  in  failing  to  prevent  or  discover 
fraud  in  the  issuance  of  checks  does  not  in  itself  afford 
a  reason  for  relieving  a  presenting  bank  of  liability  for 
breach  of  a  guaranty  of  prior  endorsements  since  a 
drawer  or  drawer-drawee,  such  as  United  States  here, 
owes  no  duty  to  persons  volunteering  to  cash  or  collect 


checks  to  protect  them  against  the  fraudulent  issuance 
of  a  check  or  the  consequent  forgery  of  the  payee's 
signature  thereon.  The  rule  of  National  Metropolitan 
Bank  that  the  drawer  owes  no  duty  to  the  cashing  or 
presenting  bank  is  grounded  on  policy  considerations 
which  are  equally  api)licable  to  the  facts  of  the  present 
cases.  A  bank  need  not  accept  a  check,  and  before  it 
does  it  can  assure  itself  of  the  validity  of  the  instrument 
or  the  responsibility  of  the  endorser  who  tenders  it. 
As  a  matter  of  banking  practice,  the  cashing  bank  is 
not  concerned  with  the  circumstances  of  a  check's 
issuance  or  delivery  which  are  not  known  to  it  and 
can  safely  cash  a  check  only  on  the  assumption  that 
one  with  whom  it  deals  will  make  it  good  if  necessary. 
Consequently,  to  afford  the  bank  a  defense  against 
repayment  because  of  circiunstances  which  play  no 
l)art  in  its  determination  to  take  the  check  would  give 
it  a  windfall.  And  as  recognized  by  the  Supreme 
Court  in  National  Metropolitan  Bank,  a  contrary  rule 
would  diminish  the  desirability  of  negotiable  paper  to 
drawers.  While  recovery  may  be  precluded  when  the 
drawer's  conduct  affirmatively  misleads,  or  perhaps 
even  if  it  could  mislead,  a  person  into  cashing  a  check 
for  a  swindler,  such  circumstances  have  not  been  shown 
to  exist  in  the  present  cases.  The  appellee  banks  were 
in  no  way  apprised  of  any  dealings  between  the  alleged 
impostors  and  the  Government  and,  indeed,  cashed  all 
of  the  checks  only  after  second  endorsements  had  been 
added,  in  most  instances  by  the  defrauclers  themselves. 
Moreover,  if  an  inquiry  had  l^een  made  as  to  the  identity 
of  the  payee  either  by  ap]iellee  banks  or  any  of  the  few 
Y)y\ov  l)ona  fide  endorsers,  there  is  nothing  to  even 
suggest  that  any  act  of  the  United  States  or  its  agents 
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would,  or  could  have,  misled  an  inquirer  into  believing 
that  any  of  the  def  rauders  were  the  named  payees. 

In  Point  II  we  demonstrate  that  the  so-called  im- 
postor rule  may  not  properly  be  applied  to  the  facts 
of  these  cases.  The  United  States  contends  that  the 
impostor  rule,  in  imposing  the  loss  resulting  from  the 
successive  frauds  of  the  same  person  on  the  drawer, 
may  be  applied  as  a  matter  of  federal  law  only  if  the 
result  is  compatible  with  the  Supreme  Court's  National 
Metropolitan  Bank  case  and  affords  a  rational  basis 
for  decision.  The  rule  has  generally  been  applied  for 
a  combination  of  reasons,  many  of  which  do  not  provide 
either  a  logical  or  appropriate  basis  for  reliance  on  the 
rule.  Thus,  the  actual  or  dominant  intent  criterion, 
frequently  referred  to  as  the  principal  ground  for  the 
rule,  is  demonstrably  artificial,  illogical  and  irrational 
and  hence  an  unsatisfactory  standard.  Moreover,  it 
is  not  apparent  why  it  is  necessary  to  look  beyond 
the  face  of  the  instrument  to  determine  the  drawer's 
intent  in  the  impostor  cases  and  not  otherwise.  A 
number  of  other  reasons  frequently  used  to  explain 
the  impostor  rule  are  necessarily  inconsistent  with 
National  Metropolitan  Bank  because  they  impose  the 
loss  on  the  drawer  primarily  because  he  was  negligent 
in  permitting  himself  to  be  defrauded  and  should  bear 
the  loss  because  he  first  set  in  motion  the  machinery 
which  ultunately  resulted  in  the  loss,  even  though  the 
drawer's  conduct  did  not  mislead  any  person  into 
cashing  the  instrument. 

We  recognize,  however,  that  an  analysis  of  the  im- 
postor cases  which  place  the  loss  on  the  drawer  does 
disclose  a  policy  basis  underlying  those  cases  distin- 
guishing them  from  the  rule  of  National  Metropolitan 


Bank.  For  the  rule  has  generally  heen  applied  against 
the  drawer  only  in  those  instances  where  it  has  been 
felt  that  the  drawer's  conduct  has  imposed  an  unrea- 
sonable burden  of  inquiry  with  respect  to  determining 
the  identity  of  the  payee  on  the  first  bona  fide  trans- 
feree of  the  instrument  from  the  impostor.  In  many 
cases,  particularly  those  in  which  the  dealings  between 
the  drawer  and  impostor  have  been  by  correspondence 
only,  the  casher  has  actually  known  of  the  dealings 
between  the  drawer  and  impostor  leading  to  the  issu- 
ance and  delivery  of  the  instrument.  This  element  is 
neither  shown  nor  claimed  to  be  present  here.  In  other 
impostor  cases  it  has  been  assumed  that  if  the  casher 
had  made  even  a  most  careful  inquiry  about  the  payee 's 
identity,  the  impostor  would  have  been  identified  as 
the  payee  and  this  identification  would  have  been 
made  possible  because  of  some  conduct  by  the  drawer 
other  than  the  mere  issuance  of  the  instrument. 
Here,  however,  there  is  no  basis  in  the  record  for 
assuming  that  any  conduct  of  the  United  States  or  of 
its  agents  could  have  misled  the  cashing  banks  into 
believing  that  the  impostors  were  the  payees  even  if 
they  had  attempted  to  identify  the  impostor.  For 
neither  the  United  States  nor  its  agents  could  have 
identified  any  particular  individual  as  the  named 
payees.  And  in  addition  it  is  not  shown  that  the  alleged 
impostors  had  assumed  the  identities  of  the  payees  ex- 
cept for  the  purpose  of  making  unwitnessed  signatures 
on  the  fraudulent  tax  returns  and  later  the  endorse- 
ments of  the  payees'  names  so  that  an  investigation  as 
to  the  identity  of  the  payees  within  the  community  to 
which  the  checks  were  sent  would  have  disclosed  the 
impersonations  and  the  fraud. 
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ARGUMENT 


Certain  undisputed  principles  underlie  all  suits  to 
recover  payments  made  upon  a  check  bearing  a  forged 
endorsement.    The  drawer  who  calls  upon  the  drawee 
to  pay  to  the  order  of  a  named  payee  expects  that  pay- 
ment will  be  made  only  as  ordered ;  if  the  payee 's  en- 
dorsement is  forged  and  the  instrument  is  paid  by  the 
drawee  to  the  forger  or  to  an  innocent  transferee,  the 
drawee  has  not  paid  according  to  the  directions  of  his 
drawer  and  may  charge  the  latter 's  account.     Con- 
tinental National  Bank  <&  Trust  Co.  v.  Olney  National 
Bank,  33  F.  2d  437  (C.A.  7,  1929).    See  First  National 
Bank  v.   Whitman,  94  U.   S.   343,   346-347    (1876); 
Leather  Manufacturers'  Bank  v.  Merchants'  Bank,  128 
U.S.  26,  34  (1888) ;  Brannan,  Negotiable  Instruments 
Law  (7th  ed.,  1948),  p.  445.    The  drawee,  who  paid  the 
check  in  reliance  upon  the  presenter's  express  or  im- 
plied representation  that  he  could  give  a  valid  dis- 
charge because  title  to  the  instrument  had  properly 
been  vested  in  him,  may  in  turn  recover  from  the  pre- 
senter  the   money   thus   paid   without   consideration, 
even  though  the  latter  is  innocent  of  wrong.    Leather 
Manufacturers'  Bank  v.  Merchants'  Bank,  128  U.S. 
26  (1888) ;  Security  Savings  Bank  v.  First  National 
Bank,  106  F.  2d  542  (C.A.  6,  1939) ;  Brannan,  Negoti- 
able Instruments  Law    (7th  ed.,   1948),   pp.   447-451. 
And  this  right  of  recovery  against  the  presenter  exists 
where  the  drawer  and  drawee  are  the  same,  for  example, 
two  agencies  of  the  United  States,  as  is  the  case  here. 
National  Metropolitan  Bank  v.  United  States,  323  U.S. 
454  (1945) ;  Clearfield  Trust  Co.  v.  United  States,  318 
U.S.  363  (1943). 
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The  applicability  of  these  unchallenged  rules  to  these 
cases  was  avoided  by  the  determination  of  the  court 
below  that  the  endorsements  of  the  payees'  names  on  the 
checks  involved  here  were  not  forgeries  because  of 
the  so-called  impostor  rule.  The  court  did  not  file  an 
opinion  in  either  case.  Presumably  the  court  regarded 
the  split  decision  of  the  Court  of  Appeals  for  the 
Fifth  Circuit  in  Atlcmtic  National  Bank  of  Jacksonville 
V.  United  States,  250  F.  2d  114  (1957),  which  applied 
the  impostor  rule  to  facts  indistinguishable  from  those 
involved  here,  as  controlling,  or  at  least  persuasive, 
authority.  There,  Howard,  a  United  States  Deputy 
Tax  Collector,  prepared  false  "W-2"  forms  and  ac- 
companying tax  returns  which  claimed  refunds  in  the 
names  of  109  nonexistent  persons.  As  a  result,  refund 
checks  were  issued  to  the  persons  named  on  the  tax 
returns  and  mailed  to  the  addresses  indicated  on  the  tax 
returns.  The  checks  were  then  obtained,  as  here,  by 
the  defrauder  in  an  unexplained  manner.  He  there- 
upon endorsed  each  of  the  checks  in  the  name  of  the 
payee  and  added  a  second  fictitious  endorsement  on 
all  but  three  of  the  checks  before  depositing  them  in 
various  bank  accounts.  The  majority,  in  reversing 
the  districxjnudgment  which  had  deemed  National 
Metropolitan  Bank  to  be  controlling,  held  that  the 
United  States  must  have  intended  Howard  to  be  the 
payee  because  he  was  the  one  who  had  submitted  the 
papers  on  the  basis  of  which  the  refund  checks  were 
issued  and  also  that  the  "necessity  for  unfettered  cir- 
culation of  the  Government's  negotiable  paper"  would 
forbid  placing  the  loss  on  the  banks  who  had  guaran- 
teed the  genuineness  of  prior  endorsements.  250  F.  2d 
at  118.    Judge  Rives  dissented.    It  is  our  position  that 
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Atlantic  National  Bank  was  incorrectly  decided  and 
should  not  be  followed  by  this  Court. 


The  Rule  of  ISational  Metropolitan  Bank  v.  United  Slates,  323 
U.  S.  454,  Is  Controlling  and  Requires  a  Reversal  of  the 
Judgments   Below 

The  decision  below,  in  holding  that  the  endorsements 
of  the  payees'  names  were  not  forgeries,  is  inconsistent 
with  the  controlling  decision  of  the  Supreme  Court 
in  National  Metropolitan  Bank  v.  United  States,  323 
U.S.  454  (1945),  and  the  decisions  in  the  Courts  of 
Appeals  for  the  District  of  Columbia  and  Second 
Circuits  in  Washington  Loan  <f  Trust  Co.  v.  United 
States,  134  F.  2d  59  (C.A.D.C,  1943),  and  Onondaga 
County  Savings  Bank  v.  United  States,  64  Fed.  703 
(C.A.  2,  1894).  These  cases  have  clearly  established  as 
the  federal  rule  that  where  the  Government  is  induced 
by  fraud  to  issue  a  check  to  a  fictitious  or  nonexistent 
payee  or  to  a  real  person  who  has  no  knowledge  of  the 
fraud,  and  the  endorsement  in  the  name  of  the  desig- 
nated payee  is  made  by  the  person  fraudulently  induc- 
ing the  issuance  of  the  check,  the  endorsers  will  not  be 
relieved  of  their  contracts  guaranteeing  the  genuineness 
of  prior  endorsements  solely  on  the  ground  that  the 
issuance  of  the  check  was  procured  through  fraudulent 
devices  which  the  drawer  had  failed  to  detect  prior  to 
the  issuance  and  delivery  of  the  check.  While  we 
recognize  that  recovery  may  be  precluded  when  the 
Government's  negligence  is  of  an  affirmative  character 
and  directly  affects  the  conduct  of  the  cashing  or  pre- 
senting bank,  there  is  here  neither  claim  nor  showing 
that  appellees  were  induced  by  any  conduct  of  the 
United  States,  other  than  by  the  issuance  of  the  checks, 
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to  present  the  checks  and  collect  the  proceeds  and  turn 
them  over.  But,  as  previously  noted,  the  Fifth  Circuit 
in  the  Atlantic  National  Bank  case,  which  is  indis- 
tinguishable on  its  facts  from  the  present  case,  stated 
that  the  'National  Metropolitan  Bank  case  was  not  at 
variance  with  its  decision  for  the  reasons  given  in  its 
earlier  opinion  in  United  States  v.  Continental- Ameri- 
can Bank  <&  Trust  Co.,  175  P.  2d  271,  certiorari  denied, 
338  U.S.  870  (1949).  There  the  court  had  ruled  that, 
for  the  purpose  of  determining  whether  an  impostor's 
endorsements  of  the  payee 's  name  were  forgeries  or  not, 
''[t]he  real  question  [was]  whether  these  signatures 
are  forgeries,  or  mere  steps  in  a  fraud"  (175  F.  2d  at 
272),  and  had  concluded  that  the  National  Metropolitan 
Bank  case  involved  forgeries,  ignoring  the  fact  that  the 
checks  in  that  case  had  been  issued  as  a  result  of  the 
fraud  of  the  person  who  forged  the  signatures  of  the 
payees'  names.  And  although  the  United  States  in  the 
Atlantic  National  Bank  case  also  relied  on  the  Wash- 
ington Loan  &  Trust  Co.  and  Onondaga  County  Sav- 
ings Bank  cases,  supra,  the  opinion  did  not  attempt  to 
distinguish  those  cases.  We  believe  that  an  examina- 
tion of  the  facts  in  the  cases  rejected,  explicitly  or  by 
silence,  as  controlling  by  the  Fifth  Circuit  and  neces- 
sarily by  the  court  below,  as  well  as  of  the  policy  sup- 
porting their  results,  leaves  no  doubt  but  that  the  rule 
of  those  cases  is  controlling  here  and  requires  a  reversal 
of  the  decision  below. 

A.  The  Decisions  in  National  Metropolitan  Bank 
and  Related  Cases. 

In  National  Metropolitan  Bank  v.  United  States,  323 
U.S.  454  (1945),  the  action  was  brought  by  the  United 
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States  to  recover  the  siun  of  pajmaents  made  upon  144 
Government  checks.  The  facts,  which  were  fully 
stated  in  the  Court  of  Appeals  opinion  at  142  F.  2d 
474-475,  show  that  the  checks  were  issued  as  a  result 
of  the  fraud  of  James  H.  Foley,  a  civilian  clerk 
in  the  Headquarters  office  of  the  Paymaster  of  the 
United  States  Marine  Corps  in  Washington,  D.  C. 
He  was  assigned  to  prepare  officers'  pay  and  mile- 
age vouchers,  to  prepare  checks  in  payment  thereof, 
to  iDresent  the  checks  for  signature  by  the  Pay- 
master or  other  disbursing  officers  duly  authorized  to 
draw  checks  on  the  Treasury,  and  to  deliver  the  signed 
checks  to  the  named  payees.  During  a  period  of 
twenty-eight  months,  Foley  forged  pay  and  travel 
mileage  vouchers,  together  with  the  necessary  sup- 
porting travel  orders,  and  prepared  144  Treasury 
checks  for  payment  of  the  amounts  of  the  forged 
vouchers  and  orders.  In  the  ordinary  course,  he 
presented  the  checks  to  the  Paymaster,  who  signed 
them.  All  were  payable  to  one  or  another  of  sixteen 
actually  existing  Marine  officers  stationed  in  Washing- 
ton, none  of  whom  was  entitled  to  the  proceeds  of  the 
checks  or  had  any  knowledge  of  the  fraud.  The  signed 
checks  were  returned  to  Foley  for  distribution  to  the 
several  officers,  but  Foley,  instead  of  delivering  the 
checks,  forged  the  signatures  of  the  payees,  added  his 
owm  name  as  second  endorser,  and  cashed  or  depos- 
ited them  with  the  Anacostia  Bank  of  Anacostia,  Dis- 
trict of  Columbia.  That  Bank  made  no  investigation 
of  the  genuineness  of  the  payees'  signatures,  but  took 
the  checks  in  reliance  on  Foley,  stamped  them  with  the 
endorsement — "Pay  to  the  order  of  any  Bank  for 
collection."    The  presenting  bank  likewise  so  endorsed 
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the  checks,  presented  them  to  the  Treasury  and  re- 
ceived payment.  The  Supreme  Court,  affirming  the 
decision  of  the  Court  of  Appeals  for  the  District  of 
Columbia  at  142  F.  2d  474,  held  that  the  negligence  of 
the  drawer-drawee  in  failing  to  discover  fraud  prior 
to  the  issuance  of  the  checks  did  not  absolve  the  guaran- 
tor of  prior  endorsement&from  liability  in  cases  where 
the  prior  endorsements  have  been  forged.  In  reaching 
this  result  the  Court  said  (323  U.S.  at  458)  : 

There  is  nothing  here  to  support  the  petitioner's 
contention  that  the  government's  conduct  in  issuing 
the  checks  prompted  it  to  guarantee  the  payee's 
endorsement.  Such  a  guarantee  no  more  results 
from  the  issuance  of  government  checks  than  any 
other  checks.  Government  regulations  concern- 
ing payment  of  its  commercial  paper  point  the 
other  way.  Treasury  Regulations  have  made 
guarantee  of  prior  endorsements  a  prerequisite  to 
payment.  31  C.F.R.  202.33.  This  guaranty  was  a 
protection  which  the  government  sought  not  only 
as  to  checks  which  were  issued  in  due  course  for  a 
valuable  consideration,  but  as  to  checks  which 
might  have  been  irregularly  issued.  That  the  ad- 
ministrative officers  failed  fully  to  perform  their 
duty  is  no  reason  why  the  government  should  be 
deprived  of  the  advantage  of  a  guarantee  indepen- 
dently made  by  one  who  was  not  under  compulsion 
of  any  kind  to  make  it.  No  equitable  principles 
require  that  one  who,  for  his  o%vn  reasons,  guar- 
antees a  payee's  signature  after  issuance  of  a  check, 
shall  be  relieved  of  his  voluntarily  assumed  obliga- 
tion because   others   who   owed  the   government 
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obligations    had    previously    defaulted    in    their 
obligations. 

In  Washington  Loan  d  Trust  Co.  v.  United  States, 
134  F.  2d  59  (C.A.D.C.,  1943),  the  United  States  sued 
to  recover  the  amount  paid  to  defendant  banks  on  1072 
Treasury  checks  which  had  been  issued  as  the  result 
of  a  fraudulent  scheme  perpetrated  by  a  person  named 
Stitely,  who  was  chief  of  the  voucher  unit  of  the 
accounts  section  of  the  Park  Service.  It  was  his  duty 
to  prepare  bi-monthly  payroll  vouchers  in  the  names  of 
employees  of  the  Service,  present  them  to  the  disburs- 
ing officers  and  receive  and  distribute  the  checks  pay- 
able to  such  employees.  For  four  years  Stitely  made 
up  fraudulent  payroll  vouchers  for  fictitious  and  non- 
existent employees  of  an  imaginary  Civilian  Conserva- 
tion Camp.  These  he  took  to  the  office  of  the  Chief  of 
Finance  each  pay  day  and  received  checks  payable  to 
the  persons  on  the  legitimate  and  also  on  the  fraudulent 
payrolls.  The  checks  on  the  fraudulent  payrolls  he  re- 
tained, forged  the  signatures  of  the  payees  and  cashed 
or  deposited  them  to  his  account  in  one  of  the  banks, 
defendants  in  the  suit.  In  the  course  of  its  decision 
in  favor  of  the  United  States,  the  court  expressly  held 
that  the  case  did  not  fall  within  the  impostor  rule. 
While  the  Supreme  Court  made  no  reference  to  the 
impostor  rule  in  the  National  Metropolitan  Bank  case, 
it  should  be  observed  that  the  Court  of  Appeals  decision 
affirmed  in  that  case  expressly  followed  its  earlier 
decision  in  Washington  Loan  S  Trust  Co.,  including 
the  holding  with  respect  to  the  inapplicability  of  the 
impostor  rule.  142  F.  2d  474,  475-476. 

In  Onondaga  County  Savings  Bank  v.  United  States, 
64  Fed.  703  (C.A.  2,  1894),  the  Govermnent  sued  to 
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recover  the  amount  paid  out  on  several  fraudulently 
procured  pension  drafts.  A  pension  certificate  was 
issued  and  sent  to  Alma  Wood  although  she  had  died 
several  weeks  earlier.  Soon  thereafter  vouchers,  pur- 
porting to  be  signed  by  Alma  Wood  and  accompanied 
by  fraudulent  affidavits  and  certificates,  were  submitted 
and  the  drafts  were  issued  on  the  basis  of  the  proofs 
containing  the  forged  signatures  of  Alma  Wood.  Alma 
Wood's  endorsement  as  payee  was  then  forged  on  the 
drafts  in  the  same  handwriting  as  that  which  appeared 
on  the  proofs  upon  which  the  pension  agent  had  issued 
the  drafts.  The  defendant  bank  cashed  the  drafts  for 
Sylvester  Wood,  her  husband,  who  added  his  name  as 
a  second  endorsement.  In  making  this  payment,  the 
bank  relied  on  the  identification  of  Sylvester  Wood  and 
of  the  signature  of  "Alma  Wood"  by  one  of  the  bank's 
depositors  who  accompanied  Sylvester  Wood  to  the 
bank  and  was  personally  known  to  the  officers  of  the 
bank.  In  holding  for  the  United  States,  the  court 
stated  (64  Fed.  at  704-705)  : 

*  *  *  The  government  had  a  right  to  rely  upon 
the  fact  that  the  assistant  treasurer  would  pay  out 
no  money  on  the  draft  except  to  Alma  Wood  per- 
sonally, upon  proof  of  her  identity,  or  to  some 
responsible  person  presenting  her  indorsement  and 
gauranteeing  its  genuineness ;  and  it  is  no  defense 
to  a  claim  that  an  indorsee  who  has,  by  a  forged 
indorsement,  received  from  the  drawee  money  to 
which  he  is  not  entitled,  shall  refund  the  same,  to 
show  that  the  same  person  who  deceived  him  into 
paying  money  on  the  forged  indorsement  of  the 
draft  also  induced  the  government  to  issue  the 
draft  on  a  forged  signature  to  the  voucher. 
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On  tlie  back  of  the  drafts  was  printed  the  fol- 
lowing notice: 

"The  payee's  indorsement  on  this  check  must 
correspond  with  the  signature  to  the  voucher  for 
which  the  check  was  given.  If  the  payee  cannot 
write,  his  or  her  mark  should  be  witnessed,  and 
the  witness  state  his  or  her  residence  in  full." 

It  is  contended  that  the  effect  of  this  is  to  make 
the  draft  payable,  not  to  the  individual  named  as 
payee,  but  to  whoever  might  indorse  it  with  the 
same  signature  as  that  affixed  to  the  vouchers. 
There  is  no  force  in  this  contention.  The  notice 
was,  as  the  district  judge  held,  intended  only  to 
insure  greater  accuracy  and  precision,  and  was  for 
the  benefit  of  all  who  might  thereafter  deal  with  the 
drafts.  The  requirement  that  Alma  Wood  should 
indorse  the  drafts  with  the  same  signature  mth 
which  she  signed  the  vouchers  did  not  operate  to 
change  the  designation  of  the  payee.  It  was  still 
the  "order"  of  Alma  Wood,  and  of  Alma  Wood 
only,  which  was  required  to  authorize  the  payment 
of  the  money  to  any  one  other  than  herself.  More- 
over, it  in  no  way  misled  or  deceived  the  bank, 
which  made  no  effort  to  ascertain  whether  or  not 
the  signature  corresponded,  but  cashed  the  drafts 
on  the  simple  assurance  of  its  depositor  that  the 
signature  of  Alma  Wood  was  correct. 

The  Onondaga  case  was  cited  with  the  approval  by  the 
Supreme  Court  in  United  States  v.  National  Exchange 
Bamk  of  Providence,  214  U.S.  302  (1909).'^ 


8  The  National  Exchange  Bank  of  Providence  case,  which  was 
expressly  followed  and  adhered  to  by  the  Supreme  Court  in  the 
National  Metropolitan  Bank,  also  gives  support  for  the  proposition 
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These  cases  have  established  a  federal  rule  which  is 
dispositive  here.  The  great  majority  of  state  court 
decisions  have  also  permitted  the  drawer  to  recover 
where,  unknown  to  the  drawer,  endorsements  of  the 
payee's  name  have  been  made  by  the  persons  caus- 
ing the  checks  to  be  drawn  pursuant  to  false  claims 
or  payrolls  and  no  acts  of  the  drawer  could  have 
deceived  the  cashing  party  as  to  the  identity  of  the 
payee.  E.g.,  Los  Angeles  Investment  Co.  v.  Home 
Savings  Bank,  180  Cal.  601, 182  P.  293  (1919)  ;  United 
States  Cold  Storage  Co.  v.  Central  Manufacturing  Dis- 
trict Bank,  343  111.  503,  175  N.E.  825  (1931) ;  Mc- 
Cornack  v.  Central  State  Bank,  203  Iowa  833,  211  N.W. 
542  (1926)  ;  Jordan  Marsh  Co.  v.  National  Shawmut 
Bank,  201  Mass.  397,  87  N.E.  740  (1909)  ;  City  of  St. 
Paul  V.  Merchants  National  Bank,  151  Minn.  485,  187 
N.W.  516  (1922)  ;  American  Sash  d  Door  Co.  v.  Com- 

that  a  guarantor  of  prior  endorsements  will  not  be  relieved  of  its 
obligation  solely  on  the  ground  that  checks  are  cashed  for  the  person 
who  had  also  induced  the  Government  to  issue  the  checks  by  means 
of  fraudulent  devices.  In  that  case,  the  issuance  of  194  Government 
pension  checks  to  some  existing  payees  not  entitled  to  pensions  and 
some  dead  payees  was  procured  during  a  period  of  about  ten  years 
by  means  of  fraudulent  vouchers  which  were  accepted  as  genuine 
by  the  Government,  although  its  records  would  unquestionably 
have  permitted  discovery  of  the  frauds  at  some  point  short  of  the 
ten  years.  The  signatures  on  all  of  the  vouchers  were  forged. 
Thereafter,  the  endorsements  of  the  payees  were  forged  on  each 
check,  presumably  by  a  William  A.  Munson,  and  the  checks  were 
regularly  cashed  by  the  National  Exchange  Bank  of  Providence, 
which  forwarded  them  for  collection.  While  the  record  shows  only 
that  all  the  signatures  on  both  the  vouchers  and  the  checks  were 
forged  and  not  that  the  same  person  made  all  the  forgeries,  a  logical 
inference  would  seem  to  be  that  the  person  who  obtained  and  cashed 
the  checks  had  also  prepared  the  fraudulent  vouchers.  The  Supreme 
Court,  in  directing  a  judgment  in  favor  of  the  United  States,  held, 
infer  alia,  that  negligence  in  the  issuance  of  the  checks  or  in  dis- 
covery of  the  fraud  was  not  a  defense  which  the  bank  could 
interpose. 
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merce  Trust  Co.,  332  Mo.  98,  56  S.  W.  2d  1034  (1933)  ; 
FitzgiMons  Boiler  Co.  v.  National  City  Bank,  287  N.Y. 
326,  39  N.E.  2d  897  (1942)  ;  City  of  New  York  v.  Bronx 
County  Trust  Co.,  261  N.Y.  64,  184  N.E.  495  (1933)  ; 
Strang  v.  Westchester  County  National  Bank,  235  N.Y. 
68, 138  N.E.  739  (1923)  ;  Shipman  v.  Bank  of  the  State 
of  New  York,  126  N.Y.  318,  27  N.E.  371  (1891)  ;  Com- 
monwealth V.  Glohe  Indemnity  Co.,  323  Pa.  261, 185  Atl. 
796  (1936) ;  see  Britton,  Bills  and  Notes  (1943),  pp. 
703-709;  Note,  99  A.L.R.  439;  Contra:  C.  E.  Erickson 
Co.  V.  Iowa  National  Bank,  211  Iowa  495,  230  N.W.  342 
(1930) ;  Defiance  Lumber  Co.  v.  Bank  of  California, 
180  Wash.  533,  41  P.  2d  135  (1935).  While  the  appli- 
cability of  the  impostor  rule  has  not  been  frequently 
raised  or  discussed  in  these  cases,  the  contention  was 
specifically  rejected  in  Commonwealth  v.  Globe  In- 
demnity Co.,  supra.  There  a  clerk  in  a  department  of 
the  Coromonvfealth  of  Pennsylvania  handling  claims 
for  condemnation  of  tubercular  cattle  and  a  confeder- 
ate, not  employed  by  the  state,  fabricated  papers  show- 
ing amounts  due  to  various  fictitious  persons,  the  false 
vouchers  being  prepared  by  the  confederate.  The  clerk 
placed  the  false  papers  v/ith  valid  records  and  the  fraud 
was  not  discovered  by  the  auditor  general  or  state 
treasurer  or  any  other  official  as  the  records  moved 
from  the  department  of  origin  to  fiscal  officers  who  drew 
the  checks,  which  were  then  mailed  to  the  post  office  ad- 
dresses stated  in  the  papers.  In  this  way,  the  swindlers 
procured  the  issuance  of  116  checks.  After  obtaining 
them  from  the  mails  by  means  not  sho\\m,  as  is  true  in 
these  cases,  they  endorsed  the  checks  in  the  names  of  the 
payees.  The  court  stated  (323  Pa.  at  270,  185  Atl. 
at  800) ; 
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It  is  also  obvious  from  what  has  been  said  that 
the  cases  of  impersonation,  the  so-called  impostor 
cases,  do  not  help  appellant.  They  depend  on  the 
drawer's  intention,  a  test  applied  by  the  weight  of 
authority;  the  drawer  is  precluded  (section  23)  by 
that.  If  a  particular  person  is  intended  and  desig- 
nated as  payee,  it  is  immaterial  to  the  drawer  by 
what  name  he  is  called ;  he  may  endorse  and  pay- 
ment to  him  will  be  good  (as  was  decided  in  Land 
Title  &  Tr.  Co.  v.  Northwestern  Nat.  Bank,  196  Pa. 
230,  46  A.  420)  because  such  payment  accords  with 
the  drawer's  intention.  But  if  any  intention  may 
be  attributed  to  the  Commonwealth  in  drawing  and 
mailing  the  checks  involved  in  this  case,  it  is 
limited  by  what  was  stated  on  the  check  and  by 
mailing  it ;  there  was  here  no  additional  evidence  of 
intention  such  as  handing  the  check  to  the  person 
intended  as,  for  example,  in  Land  Title  &  Tr.  Co.'s 
case,  which  precluded  the  drawer  from  asserting 
that  it  intended  the  payee  to  be  the  person  who 
owned  the  property  and  not  the  person  who  was 
present  at  the  settlement,  answering  to  the  name 
of  and  claiming  to  be  the  owner. 

Thus,  the  court  which  decided  Lam^d  Title  and  Trust 
Co.  V.  Northwestern  National  Bank,  196  Pa.  230,  46  Atl. 
420  (1900),  a  leading  case  on  the  impostor  rule,^  held 
the  rule  inapplicable  to  facts  indistinguishable  from 
those  in  the  present  cases. 


^  See  p.  31,  infra. 
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B.  The  Policy  of  the  National  Metropolitan  BamM, 
Case  Has  Application  to  the  Facts  of  the  Present  Cases, 

Strong  considerations  of  policy  support-«A  the  almost 
universal  rule,  whicli  was  followed  by  the  Supreme 
Court  in  the  National  Metropolitan  Bank  case,  that  the 
drawer  owes  no  duty  to  protect  one  who  voluntarily 
cashes  a  check  against  the  forgerj^  of  the  payee's  sig- 
nature and  consequently  that  the  one  cashing  a  check 
Avill  not  be  relieved  of  his  guarantee  of  prior  endorse- 
ments on  the  sole  ground  that  the  check  was  fraudu- 
lently procured  from  the  drawer  by  the  forger.  No  one 
is  compelled  to  cash  a  check  or  to  accept  an  endorse- 
ment. The  endorsee  who  does  not  know  the  payee  and 
is  not  satisfied  with  the  genuineness  of  the  endorsement 
can,  and  usually  will,  decline  to  accept  it  or  to  pay  out 
money  on  the  strength  of  it.  Similarly,  where  a  check 
is  submitted  to  a  bank  for  cashing  by  an  alleged  en- 
dorsee of  the  payee  (as  in  the  cases  at  bar),  the  bank 
is  not  required  to  cash  the  check ;  if  it  does,  it  relies  not 
upon  any  representations  which  could  be  derived  from 
the  fact  of  the  check's  issuance,  but  upon  the  responsi- 
bility and  integrity  of  the  person  tendering  the  instru- 
ment to  it.  Checks  are  not  likely  to  be  cashed  for  an 
unidentified  stranger,  regardless  of  the  reputability  of 
the  other  names  on  the  paper  as  drawer  or  payee.  And 
converseh^,  checks  drawn  by  an  unknown  maker  upon 
an  unknown  drawee  and  endorsed  by  an  unknown  jDayee 
will  readily  be  accepted  by  banks  which  know  and  are 
willing  to  rely  upon  the  person  who  tenders  and  en- 
dorses the  check  for  deposit  or  cash.  For  these  reasons, 
one  who  pays  out  money  on  a  check  is  not  concerned 
mth  the  circumstances  of  its  issuance  which  are  not 
kno^Ti  to  him,  nor  with  what  precaution  against  for- 
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geries  the  drawer  may  have  taken  before  or  after  emit- 
ting the  check.  If  the  payee's  endorsement  is  forged 
and  loss  occurs,  it  is  the  "neglect  or  error"  of  the  cash- 
ing or  collecting  bank  in  "accepting  the  forger's  signa- 
ture which  occasions  the  loss,"  Clearfield  Trust  Co.  v. 
United  States,  318  U.S.  363,  370  (1943),  unless  the 
drawer's  lack  of  precaution  has  made  it  impossible,  as 
a  practical  matter,  for  the  bank  to  discover  the  forgery. 

Were  a  contrary  rule  to  obtain,  facts  unknown  to  a 
cashing  bank  and  upon  which  it  did  not  and  could  not 
rely  would  enable  it  to  evade  the  expected  result  of  its 
mistaken  reliance  upon  the  integrity  or  responsibility 
of  those  with  whom  it  deals.  If  a  check  payable  to  the 
order  of  a  named  payee  is  stolen  or  lost  and  the  endorse- 
ment forged,  the  loss  unquestionably  falls  upon  him 
who  accepts  the  endorsement  and  thereafter  negotiates 
the  paper  or  collects  it.  As  long  as  the  conduct  of  the 
drawer  could  not  mislead  the  casher,  the  situation  is 
outwardly  no  different  where  the  issuance  of  a  check  is 
procured  by  fraud  and  the  payee 's  signature  is  forged ; 
in  both  cases  the  drawer's  direction  that  the  drawee 
should  pay  to  the  order  of  a  designated  person,  or  the 
drawer-drawee's  intention  so  to  pay,  has  not  been  satis- 
fied. Moreover,  to  give  the  cashing  bank  the  benefit  of 
circumstances  which  had  no  bearing  upon  the  bank's 
election  to  accept  the  check  would  merely  bestow  a 
windfall  upon  it.  It  could  not  count  on  the  defense  of 
the  drawer's  failure  to  adopt  adequate  precautions; 
hence  the  bank  would  have  to  take  identical  precautions 
in  all  cases — i.e.,  to  satisfy  itself  of  the  responsibility 
of  the  tenderer  of  the  check,  or  to  identify  the  payee's 
signature.    If  the  checks  should  later  prove  to  involve 
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some  negligence  on  the  part  of  the  drawer,  the  cashing 
bank  would  unfairly  be  afforded  the  benefit  of  some- 
thing which  was  of  no  concern  to  it  and  which  could  not 
have  been  taken  into  account  when  it  accepted  the  check. 
The  rule  of  National  Metropolitan  Bank  recognizes 
the  fact  that  drawer  would  be  unwilling  to  risk  the  free 
use  of  checks  if  the  result  of  any  negligence,  however 
slight,  were  to  relieve  the  person  accepting  an  endorsed 
check  and  paying  out  cash  thereon  of  the  responsibility 
to  ascertain  at  his  peril  that  the  endorsements  are 
genuine.  The  considerations  supporting  this  belief 
were  excellently  summed  up  by  the  Court  of  Appeals  of 
New  York  in  Gallo  v.  Brooklyn  Savings  Bank,  199  N.Y. 
222,  226,  92  N.E.  633,  634  (1910)  : 

*  *  *  Corporations,  some  of  them  numbering  their 
stockholders  by  thousands,  and  usually  ignorant 
of  their  identity  and  signatures,  pay  their  divi- 
dends by  checks  to  the  orders  of  the  various  stock- 
holders, transmitted  by  mail,  relying  on  their  right 
to  reclamation  from  the  banks  in  case  the  checks 
have  been  indorsed  or  collected  by  persons  not 
entitled  thereto.  So,  also,  a  person  will  send  by 
post  to  the  most  distant  part  of  the  country  his 
check  to  the  order  of  another  person  to  whom  he 
wishes  to  pay  or  transfer  money,  confident  in  the 
knowledge  that  the  abstraction  of  the  check  can 
entail  no  loss  on  him.  On  the  continent  of  Europe 
a  different  rule  prevails,  and  payment  by  the 
drawee  to  a  party  presenting  the  same,  of  a  bill 
drawn  to  order,  is  valid,  even  though  the  indorse- 
ment is  forged,  provided  the  drawee  acts  in  good 
faith  and  without  negligence.  In  England  the 
common-law  rule  prevailed  as  to  bills  (but  not  as 
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to  checks)  until  the  Bills  of  Exchange  Act  of  1882, 
which  adopted  the  continental  rule  as  to  sight  bills, 
but  not  as  to  time  bills,  though  a  limited  protection 
against  forgery  of  the  name  of  the  payee  may  be 
had  by  ''crossing".  Such  a  rule  would  render  the 
present  business  methods  of  this  country  impos- 
sible. Although  at  times  banks  have  complained 
of  the  harshness  of  our  rule,  and  in  some  instances 
while  acting  in  good  faith  have  been  subjected  to 
severe  loss  (Shipmmi  v.  Bank  of  the  State  of  N.Y., 
126  N.Y.  318,  27  N.E.  371,  12  L.R.A.  791,  22  Am. 
St.  Rep.  821),  as  a  result  of  this  rule  banks  are  used 
by  all  classes  of  our  people  for  the  deposit  of  funds 
and  payment  is  made  by  check  to  an  extent  un- 
known elsewhere.  Of  course  a  party  entitled  to  the 
receipt  of  money  may  insist  upon  its  payment  in 
cash  and  not  by  check.^" 

The  foregoing  considerations  are  fully  applicable  to 
the  present  cases.  It  is  apparent  that  the  appellee  banks 
in  cashing  the  checks  did  not  rely  upon  any  representa- 
tions as  to  the  identity  of  the  payees  which  might  have 
been  derived  from  the  fact  that  the  checks  had  been 
issued  and  delivered  to  the  named  person  since  with 
respect  to  each  check  a  second  endorsement  had  been 


^^  In  this  respect  it  should  be  noted  that,  according  to  informa- 
tion received  from  that  Treasury,  the  United  States  cashed  ap- 
proximately 38  million  refund  checks  in  the  fiscal  year  1949  (when 
the  checks  here  involved  were  paid)  and  36  million  such  checks  in 
fiscal  year  1958.  The  volume  of  refund  checks  and  the  obvious 
desirability  of  making  speedy  payments  to  the  taxpayers,  show 
that  the  Treasury  would  be  faced  with  an  impossible  task  if,  prior 
to  issuing  each  refund  check,  it  attempted  to  determine  the  existence 
of  each  payee  because  it  could  not  rely  on  persons  cashing  such 
checks  to  seek  proper  identification  from  alleged  payees. 
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added  when  the  instrument  was  tendered  for  payment. 
Though  appellee  banks  do  not  seem  to  be  in  any  position 
to  assert  the  possible  rights  of  any  prior  endorsers  who 
may  have  taken  the  checks  in  good  faith  reliance  on 
a  defrauder's  endorsement  of  payee's  name  only/^  it 
is  not  amiss  to  point  out  that  there  is  nothing  in  the 
record  to  suggest  that  such  endorsers  were,  or  could 
have  been,  misled  by  the  United  States  as  to  the  iden- 
tity of  the  payees.  If  the  disbursing  agent  had  been 
asked  to  identify  the  physical  person  claiming  to  be 
any  one  of  the  named  payees,  he  would  have  been 
unable  to  do  so  inasmuch  as  his  knowledge  about  the 
payee  was  limited  to  the  information  that  appeared  on 
the  fraudulent  tax  return — namely,  the  payee's  name 
and  address  as  it  appeared  on  the  face  of  the  check  and 
also  the  name  and  address  of  the  supposed  employer 
(R.  28-29,  R'.  20) ,  And  since  it  is  not  suggested  that  the 
assumption  of  the  payees'  names  by  one  of  the  conspira- 
tors was  manifested  by  any  acts  other  than  the  unwit- 
nessed signing  of  the  fraudulent  income  tax  returns  and 
the  endorsement  of  the  checks  in  the  names  of  the 
payees,  the  ability  of  those  cashing  the  checks  to 
identify  the  payees  in  these  cases  upon  the  basis  of 
information  furnished  by  the  Government  was  no 
greater  here  than  in  the  National  Metropolitan  Bank 
case. 

While  we  have  no  quarrel  with  the  general  propo- 
sition stated  by  the  Atlantic  National  Bank  case  that 
''it  subjects  banks  to  unreasonable  burdens  against 


^^As  noted  above,  p.  4,  on  at  least  54  of  the  58  checks  cashed 
by  the  Security-First  National  Bank  and  on  at  least  3  of  the  7 
checks  cashed  by  the  Bank  of  America,  one  of  the  conspirators 
added  a  second  endorsement  which  was  genuine  and  upon  which  the 
banks  necessarily  relied  in  cashing  the  checks. 


r 
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which  they  could  not  reasonably  protect  themselves 
short  of  a  complete  embargo  on  Government  checks  to 
hold  them  not  only  to  a  guarantee  that  an  existing 
person  named  and  intended  as  payee  has  signed  the 
endorsement,  but  that  the  very  person  named  and  in 
that  name  and  no  other,  had  a  just  claim  against  the 
Grovernment  for  which  the  check  was  issued"  (250  F. 
2d  at  118)  and  believe  that  it  suggests  the  basic  policy 
for  the  impostor  rule,^^  it  does  not  afford  a  basis  for 
ignoring  the  result  and  policy  of  the  National  Metro- 
politan Bank  case  in  these  cases  or  in  the  Atlantic 
National  Bank  case  since,  unless  the  conduct  of  the 
drawer  either  misleads,  or  at  least  might  have  misled, 
the  banks  into  cashing  a  check  for  a  defrauder,  the  bur- 
den on  the  banks,  as  we  have  shown,  is  no  greater  here 
than  in  National  Metropolitan  Bank.^^ 


^-  See  discussion,  pp.  35-46,  injra. 

^^  It  is  not  significant  that  here  the  names  of  the  payees  were 
fictitious  or  nonexistent  while  in  the  National  Metropolitan  Bank 
case  the  names  of  living  persons  not  entitled  to  reimbursement  and 
without  knowledge  of  the  fraud  were  used.  For,  as  is  stated  in 
Brannan's  Negotiable  Instruments  Law  (7th  ed.,  1948,  at  pp.  334- 
335): 

*  *  *  when  a  maker  believes  that  the  payee  is  a  real  person, 
even  if  his  signing  and  putting  into  circulation  the  instrument 
payable  to  a  fictitious  or  nonexisting  payee  is  held  to  be  an 
admission  that  the  payee  is  a  real  person,  this  does  not  show 
that  the  maker  expects  and  intends  the  instrument  to  pass  as 
if  made  to  bearer.  Quite  the  contrary,  he  intends  it  to  pass  only 
by  endorsement,  and  if  there  is  no  such  person  as  the  payee, 
it  simply  can  not  pass  at  all.  Any  other  rule  is  illogical  and 
unjust,  for  the  person  taking  an  instrument  purporting  to  be 
payable  to  a  person  without  indorsement  is  not  entitled  to 
consideration,  and  if  it  is  indorsed  by  some  one  in  the  name 
of  the  fictitious  or  nonexisting  person  the  loss  to  the  buyer  of 
such  an  instrument  is  not  due  to  the  fact  that  the  payee  is 
fictitious  or  nonexisting,  but  to  the  fact  that  the  instrument 
is  indorsed  by  someone  who  is  not  authorized  to  indorse  it, 
either  by  the  maker  or  by  the  terms  of  the  instrument,  and  the 
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II 

The  Impostor  Rule  Is  Not  Applicable  to  the  Present  Facts 

While  the  so-called  "impostor  rule"  may  in  some 
cases  justify  placing  the  loss  resulting  from  successive 
frauds  on  the  drawer,  it  is  our  position  that  neither 
precedent  nor  reason  call  for  its  application  to  facts  of 
these  cases.  Particularly  in  view  of  the  Fifth  Circuit's 
decision  in  the  Atlantic  National  Bank  case  applying 
the  impostor  rule  to  an  almost  identical  fact  situation, 
the  rationale  and  scope  of  that  so-called  "rule"  must 
be  examined  in  detail.  Since  Security-First  National 
Bank  v.  Vnited  States,  103  F.  2d  188  (C.A.  9,  1939), 
the  only  case  involving  the  impostor  rule  decided  by 
this  Court,  was  expressly  based  on  the  law  of  Cali- 
fornia, rather  than  on  federal  law,^"^  this  Court  is  free 
to  examine  the  impostor  rule  critically  and  to  determine 
when  and  for  what  reasons  it  should  be  applied  as  a 
matter  of  federal  law.^^ 

The  impostor  rule  stands  for  the  proposition  that 
where  the  drawer  delivers  a  negotiable  instrument  to  an 
impostor  as  payee,  supposing  that  the  impostor  is  the 

indorsee  is  in  such  a  case  no  worse  off  than  in  the  case  of  the 
forgery  of  the  indorsement  of  the  name  of  a  real  person. 

Acceptance  of  this  principle  by  the  courts  is  illustrated  by  the 
Washington  Loan  &  Trust  Co.  case  where  the  names  of  all  of  the 
payees  were  fictitious  or  nonexistent. 

^■*  In  1943,  the  Supreme  Court  in  Clearfield  Trust  Co.  v.  United 
States,  318  U.S.  363  (1943)  held  that  the  rights  and  obhgations  of 
the  United  States  on  commercial  paper  issued  by  it  must  be  deter- 
mined on  the  basis  of  federal,  not  state  law,  and  thereby  resolved 
the  conflict  among  the  courts  of  appeals  on  that  choice  of  law 
question. 

^''  The  Supreme  Court  has  never  examined  the  impostor  rule  and, 
of  the  Courts  of  Appeals,  only  the  Fifth  and  Tenth  Circuits  have 
applied  the  rule  as  a  matter  of  federal  law. 
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person  he  has  falsely  represented  himself  to  be,  the 
impostor's  endorsement  is  regarded  as  a  genuine  en- 
dorsement as  to  subsequent  holders  in  good  faith.  See, 
e.g.,  Security -First  National  Bank  v.  United  States, 
103  F.  2d  188,  190  (C.A.  9,  1939).  The  endorsement 
by  the  impostor  is  either  deemed  not  to  be  a  forgery  or 
else  the  drawer  is  precluded  from  asserting  the  forgery. 
These  alternative  views  stem  from  the  fact  that  at 
common  law  and  under  Section  23  of  the  Uniform 
Negotiable  Instruments  Law^^  a  signature  which  is 
"forged  or  made  without  authority  of  the  person  whose 
signature  it  purports  to  be"  may  not  be  wholly  "in- 
operative" but  may,  on  the  contrary,  confer  a  right 
against  a  party  to  a  negotiable  instinmaent  if  ' '  the  party 
against  whom  it  is  sought  to  enforce  such  right,  is  pre- 
cluded from  setting  up  the  forgery  or  want  of  au- 
thority." But,  as  recognized  by  the  Court  of  Appeals 
of  New  York,  a  ' '  distinction  between  a  case  where  there 
has  been  no  forgery  or  want  of  authority  and  a  case 
where  a  i^arty  against  whom  it  is  sought  to  enforce  a 
right  is  'precluded  from  setting  up  the  forgery  or 
want  of  authority'  seldom  carries  any  practical  con- 
sequences; and  the  courts  may  at  times  ignore  dis- 
tinctions in  thought  which  carry  no  practical  conse- 
quences."   Cohen  v.  Lincoln  Savings  Bank,  275  N.Y. 


^^  Section    23    of    tlie    Uniform    Negotiable   Instruments   Law 
provides : 

When  a  signature  is  forged  or  made  without  the  authority 
of  the  person  whose  signature  it  purports  to  be,  it  is  wholly 
inoperative,  and  no  right  to  retain  the  instrument,  or  to  give  a 
discharge  therefor,  or  to  enforce  payment  thereof  against  any 
party  thereto,  can  be  acquired  through  or  under  such  signature, 
unless  the  party,  against  w^hom  it  is  sought  to  enforce  such 
right,  is  precluded  from  setting  up  the  forgery  or  want  of 
authority. 
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399,  404,  10  N.E.  2d  457,  459  (1937).  Thus,  in  many 
opinions,  tlie  question  of  whether  a  challenged  en- 
dorsement of  the  name  of  the  payee  has  been  made 
by  the  person  who  was  intended  by  the  drawer  to  be 
the  payee  seems  to  have  become  obscured  and  confused 
with  the  question  of  whether  a  party  against  whom  a 
right  is  asserted  is  "preclued"  from  setting  up  the  for- 
gery/'^ Indeed,  most  of  the  cases  normally  cited  for 
the  impostor  rule  have  been  based  both  on  the  ground 
that  there  was  no  forgery  and  that  the  drawer  was 
IDrecluded  from  asserting  it/* 

A.  The  Doctrine  of  Actual  or  Dominant  Intent  Does 
Not  Afford  a  Satisfactory  Reason  for  Application  of 
the  Impostor  Rule  and  Is  An  Unworkahle  Test. 

It  has  frequently  been  said  that  the  principal  ground 
adopted  in  the  cases  supposed  to  enmiciate  the  impostor 
rule  is  that  the  bank  in  paying  the  impostor  has  merely 
carried  out  the  drawer's  actual  intent.  See,  e.g.,  United 
States  V.  First  National  Bank  of  Prague,  124  F.  2d  484, 
487  (C.A.  10,  1941)  ;  Britton,  Bills  and  Notes  (1943), 


^•^  See,  e.g.,  United  States  v.  Continental- American  Bank  &  Trust 
Co.,  175  F.  2d  271,  certiorari  denied,  338  U.S.  870  (1949)  ;  Central 
National  Bank  v.  National  Metropolitan  Bank,  31  App.  D.C.  391, 
17  L.R.A.(n.s.)  520  (1908);  Montgomery  Garage  Co.  v.  Manufac- 
turers Liability  Insurance  Co.,  94  N.J.L.  152,  109  Atl.  296  (1920). 

^^  It  is  of  interest  to  note  that  in  United  States  v.  First  National 
Bank  of  Prague,  124  F.  2d  484  (C.A.  10,  1941),  the  court  cited  many 
of  the  same  cases  both  for  the  proposition  that  payment  to  an  im- 
postor "merely  effectuates  the  intent  of  the  drawer"'  (124  F.  2d  at 
487)  and  then  for  the  estoppel  proposition  that  "as  between  two 
innocent  persons,  both  of  whom  are  victims  of  fraud,  the  burden 
must  fall  upon  the  one  whose  negligence  first  facilitated  and  made 
possible  the  loss."  (124  F.  2d  at  488).  There  the  latter  considera- 
tion was  deemed  controlling  and  in  the  circumstances  involved  the 
United  States  prevailed  against  the  presenting  bank. 
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p.  724.  This  result  is  often  explained  by  stating  that 
the  drawer  has  a  dual  intent,  first  that  he  intends  tO' 
make  the  instrument  payable  to  the  impostor  with 
whom  he  deals,  either  in  person  or  by  means  of  cor- 
respondence, and  second,  that  he  also  intends  to  make 
it  payable  to  the  jDerson  whom  he  believes  the  impostor 
to  be  and  that  the  first  intent  is  dominant.  While  it 
is  true  that  in  the  majorit}^  of  the  so-called  impostor 
cases  the  drawer  has  suffered  the  loss  and  a  statement 
appears  that  the  drawer  intended  the  impostor  to  be 
the  payee  or  that  first  intent  was  dominant,  a  reading 
of  the  cases  shows  that,  but  with  only  a  f  ew^  exceptions, 
the  courts  have  also  advanced  a  variety  of  equitable 
considerations  in  support  of  the  result.  This  is  vividly 
illustrated  by  Land  Title  and  Trust  Co.  v.  Northwest- 
ern National  Bank,  196  Pa.  230,  46  Atl.  420  (1900), 
a  leading  impostor  case,  where  the  court  states  (196 
Pa.  at  234-235 ;  46  Atl.  at  421)  : 

[The  rule  that  a  bank  is  liable  to  its  depositor 
when  it  pays  out  on  a  forged  endorsement]  should 
not  apply  w^hen  the  check  is  issued  to  one  whom 
the  drawer  intends  to  designate  as  the  payee; 
first,  because  in  such  a  case  the  risk  is  not  the 
ordinary  risk  assumed  by  the  bank  in  its  implied 
contract  with  its  depositor,  but  a  largely  increased 
risk,  as  it  follows  that  a  check  thus  fraudulently 
obtained  will  be  fraudulently  used;  the  bank  is 
deprived  of  the  protection  afforded  by  the  fact 
that  a  bona  fide  holder  of  a  check  will  exercise 
care  to  preserve  it  from  loss  or  theft,  which  are  the 
ordinary  risks;  there  is  thrown  upon  the  bank 
the  risk  of  antecedent  fraud  practiced  upon  the 
drawer  of  the  check,  of  which  it  has  neither  know- 


ledge  nor  means  knowledge;  secondly,  because  in 
such  a  case  tlie  intention  with  which  the  drawer 
issjed  the  check  has  been  carried  out  *  *  *. 

Moreover,  as  has  often  been  recogTiized,  even  by 
adherents  to  the  impostor  rule,  the  dual  intents  of  the 
drawer  are  so  inseparable  that  the  choice  of  one  intent 
as  the  dominant  one  seems  to  be  purely  arbitrary. 
See,  e.g.,  Dartmouth  National  Banlx  of  Hanover  v. 
Keene  National  Bank,  99  N.H.  458,  115  A.  2d  316 
(1955) ;  Cohen  v.  Lincoln  Savings  Bank,  275  N.Y. 
399,  407-408,  10  N.E.  2d  457,  461  (1937) ;  Abel,  The 
Impostor  Payee:  Or,  Rhode  Island  Was  Fight,  1940 
Wis.  L.  Eev.  161,  362  at  228-233;  Note,  34  Haiw.  L. 
Rev.  76,  77  (1920)  ;  23  Cornell  L.  Q.  307,  309  (1938)  ; 
15  N.Y.U.L.  Rev.  289,  290  (1938)  ;  24  Ya.  L.  Rev.  192, 
193  (1937).  The  unsatisfactory  nature  of  the  standard 
provided  by  the  dominant  intention  criterion  was  rec- 
ognized by  both  opinions  in  the  Atlantic  National 
Banh'  case.  Judge  Brown,  speaking  for  the  majority, 
stated  that  "there  is  little  to  breathe  into  the  trans- 
action [leading  to  the  issuance  of  the  tax  refund  checks] 
an  articulate  consensual  'intent'  which  would  char- 
acterize more  weighty  matters  or  those  found  in  a  more 
primitive  society."  (250  F.  2d  at  117).  Judge  Rives, 
in  Ms  dissent,  asserted  that  the  impostor  rule,  which 
the  majority  had  stated  in  terms  of  intent,  ''introduces 
confusion,  requiring  the  ascertainment  of  nonexistent 
intent  and  almost  metaphysical  speculation  degenerat- 
ing into  mere  logomachy."     (250  F.  2d  at  120). 

It  is  therefore  clear  that  the  actual,  dominant  or 
subjective  intention  doctrine  does  not  provide  a  work- 
able standard  for  determining  whether  or  not  an  im- 
postor's endorsement  should  pass  title  to  a  fraudulently 
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obtained  negotiable  instrument.  Furthermore,  there  is 
no  necessity  in  the  law  of  negotiable  instruments  to  look 
beyond  the  face  of  the  instrument  for  the  purpose  of 
ascertaining  the  drawer's  intent  and,  indeed,  the  gen- 
eral practice  in  the  law  of  negotiable  instruments, 
except  in  some  of  the  impostor  cases,  has  been  to 
disregard  everything  that  does  not  appear  on  the  face 
of  the  instrument.  See  Cohen  v.  Lincoln  Savings  Bank, 
275  N.Y.  399,  412,  10  N.E.  2d  457,  463  (1937).  The  fact 
that  the  intent  of  the  drawer  is  frequently  derived 
solely  from  what  appears  on  the  face  of  the  instrument 
is  illustrated  by  cases  like  National  Metropolitan  Bank, 
Washington  Loan  &  Trust  Co.,  Onondaga  County 
Savings  Bank  and  Commonwealth  v.  Globe  Indemnity 
Co.,  supra. 

Thus  searching  for  an  actual  intent,  as  opposed  to  the 
intent  which  appears  on  the  face  of  the  check,  is  not 
only  arbitrary  and  unrealistic  in  the  impostor  cases  but 
also  unnecessary.  The  most  that  can  be  said  for  the 
intention  doctrine  is  that  it  may  provide  a  ''means 
of  rationalization  for  the  purpose  of  supporting  a 
desired  result [,]  *  *  *  not  the  cause  of  an  effect."  Note, 
15  N.C.L.  Rev.  186,  188  (1937).  For  these  reasons,  we 
urge  this  Court  to  reject  the  intention  doctrine  as  a  test 
for  determining  when  the  impostor  rule  should  be 
applied. 

B.  Several  Other  Reasons  Advanced  For  the  Im- 
postor Rule  Are  Not  Acceptable  As  a  Matter  of  Federal 
Law. 

In  addition  to  the  dominant  intent  criterion,  many  of 
the  various  reasons  that  have  been  advanced,  either 
singly  or  in  conjunction  with  others,  cannot  properly 
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be  used  to  support  application  of  the  impostor  rule  as  a 
matter  of  federal  law  since  such  reasons  have  now  been 
conclusively  rejected  by  the  Supreme  Court  as  a  basis 
for  imposing  the  loss  resulting  from  successive  frauds 
on  the  drawer  in  National  Metropolitan  Bank  \.  United 
States,  323  U.S.  454  (1945),  and  United  States  v. 
National  Exchange  Bank  of  Providence,  214  U.S.  302 
(1909).  Among  the  reasons  so  advanced  which  fall  into 
this  category  are  that  by  delivering  a  check  to  an  im- 
postor, the  drawer  improperly  exposes  the  drawee  to  an 
increased  risk,  because  the  impostor  will  undoubtedly 
practice  fraud  to  induce  the  drawee  to  cash  the  check  ;^^ 
that  as  between  two  innocent  parties,  both  of  whom  are 
victims  of  fraud,  the  loss  must  fall  u^Don  the  one  whose 
negligence  first  made  possible  the  loss ;  "^  and  that  by 
reason  of  the  negligence  of  the  drawer  in  allowing 
himself  to  be  deceived,  he  is  estopped  to  assert  the 
forgery.'' 

Moreover,  the  policy  in  favor  of  free  circulation  of 
commercial  paper,  with  which  the  majority  in  the 
Atlantic  National  Bank  buttressed  its  intent  finding 
and  which  was  the  only  basis  for  decision  in  Dartmouth 


^^  E.g.,  Land  Title  and  Trust  Co.  v.  Northivesiern  National  Bank, 
196  Pa.  230,  46  Atl.  420  (1900) ;  Boatsman  v.  Stockmen's  Nation.al 
Bank,  56  Colo.  495,  138  Pac.  764  (1914) ;  Cvreton  v.  Farmers'  State 
Bank,  147  Ark.  312,  227  S.W.  423  (1921)  ;  Uriola  v.  Twin  Falls  Bank 
&  Tnist  Co.,  37  Idaho  332,  215  Pac.  1080  (1923). 

20  E.g.,  United  States  v.  First  National  Bank  &  TniU  Co.  of  Okla- 
homa City,  17  F.  Siipp.  611  (W.D.  Okla,  1936) ;  Uiuted  States  v. 
National  ^ Exchange  Bank,  45  Fed.  163  (C.C.E.D.  Wis.,  1891); 
Crippen,  Lawrence  &  Co.  v.  American  Natiorml  Bank,  51  Mo.  App. 
508  (1892). 

-^  E.g.,  J.  L.  Levy  &  Salomon  v.  Bank  of  America,  24  La.  Ann.  220 
(1872) ;  McHenry  v.  Old  Citizens  National  Bank,  85  Ohio  St.  203, 
97  N.E.  395  (1911)  ;  Hoffman  v.  American  Exchange  National  Bank, 
2  Neb.  Unof.  222,  96  N.W.  112  (1902). 
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National  Bank,  supra,  cannot,  we  submit,  provide  an 
independent  basis  applying  the  impostor  rule  as  a 
matter  of  federal  law  solely  on  the  ground  that  the  first 
two  victims  of  a  fraud  should  bear  the  resulting  loss 
inasmuch  as  precisely  that  criterion  was  rejected  by 
the  Supreme  Court  in  the  National  Metropolitan  Bank 
case.  The  distinction  which  the  Fifth  Circuit  attempted 
to  draw  between  the  facts  of  the  National  Metropolitan 
Bank  case  and  in  the  Atlantic  National  Bank  case  (250 
F.  2d  at  118)  with  respect  to  the  question  of  negotiabil- 
ity is  without  merit  since  it  depends  on  the  court's  un- 
warranted supposition  that  an  actual  intent  to  pay  the 
swindler  can  be  ascribed  to  the  Government  in  the 
Atlantic  National  Bank  case,  supra,  p.  11. 

C.  Impostor  Cases  Imposing  Loss  on  Draiver  May 
Logically  Be  Distinguished  from  the  Rule  of  National 
Metropolitan  Bank  on  the  Ground  that  in  Those  Cases 
the  Draiver's  Conduct  Imposed  an  Unreasonable  Bur- 
den of  Inquiry  on  the  Casher  ivith  Bespect  to  the  Pa/y- 
ee's  Identity. 

Nevertheless,  an  examination  of  the  impostor  situa- 
tion cases  including  both  those  placing  the  loss  on  the 
drawer  and  those  placing  it  in  the  party  taking  the 
instrument  from  the  swindler,  does  suggest  a  rather 
consistent  policy  consideration  underlying  the  double 
impersonation  cases  which  distinguishes  them  from 
cases  like  National  Metropolitan  Bank  and,  of  greater 
present  importance,  also  from  the  cases  at  bar.  A 
discussion  of  this  policy  will  demonstrate  that  the 
Fifth  Circuit's  determination  of  intent  on  the  grounds 
that  there  were  dealings  "of  a  kind"  between  the  swin- 
dler and  the  United  States  and  that  the  swindler  im- 
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personated  the  payee  at  least  in  submitting  the  false  tax 
returns  (250  F.  2d  at  118)  was  erroneous  not  only 
because  of  the  uselessness  of  the  actual  intent  criterion 
but  also  because  it  ignored  the  considerations  which 
give  importance  to  factors  of  drawer-impostor  dealings 
and  dual  impersonation  of  the  same  person  in  the  im- 
postor cases. 

The  results  in  practically  all  of  the  dual  impersona- 
tion ^^  situation  cases  may  be  explained,  we  believe, 
on  the  basis  of  whether  or  not  it  is  felt  that  an  un- 
reasonable burden  of  inquiry  with  respect  to  the  iden- 
tity of  the  payee  would  be  imposed  on  the  first  bona  fide 
transferee  of  the  instrument  from  the  impostor  if  the 
loss  were  imposed  on  such  transferee.  The  impostor 
cases  which  impose  the  loss  on  the  drawer  may  be  di- 
vided into  two  general  classes. 

1.  Cases  in  which  cashing  party  has  actual  knowl- 
edge of  drawer-impostor  dealings. 

The  first  of  these  two  classes  is  comprised  of  those 
cases  in  which  the  first  bona  fide  transferee  of  the  in- 
strument from  the  impostor  in  fact  knows  that  the  in- 
strument was  delivered  or  meant  to  be  delivered  by 
the  drawer  to  the  person  seeking  payment.  In  some 
instances,  the  drawer,  after  personally  dealing  with 
the  impostor  and  delivering  the  check  to  him,  has  also 
advised  the  cashing  bank  that  the  person  with  whom  the 
bank  is  dealing  is  the  designated  payee.  See  United 
States  V.  First  National  Bank  d  Trust  Co.  of  OklaJiowa 


^-  Most  of  the  so-called  "impostor"  cases  involve  impersonation 
of  the  payee  both  for  the  purpose  of  obtaining  the  check  from  the 
drawer  and  then  cashing  it.  In  other  forgery  cases,  there  is  also 
a  single  impersonation  when  the  check  is  cashed. 
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City,  17  F.  Supp.  611  (W.D.  Okla.,  1936)  ;  Greenberg 
V.  A  &  D  Motor  Sales,  341  111.  App.  85,  93  N.E.  2d 
90  (1950) ;  Schweitzer  v.  Bank  of  America,  42  Cal.  App. 
2d  536,  109  P.  2d  441  (1941).  Occasionally,  the  deal- 
ings with  the  impostor  have  been  conducted  by  the 
drawer's  agent  and  when  the  instrument  was  cashed 
the  agent  identified  the  impostor  as  the  person  to  whom 
the  check  was  purposefully  delivered.  See  Moloney  v. 
Clark  (&  Co.,  6  Kan.  82  (1870).  In  other  cases,  the 
identification  has  been  made  by  a  person  with  no  knowl- 
edge of  the  fraud  whom  the  drawer  would  or  should 
have  expected  to  make  the  identification.  See  United 
States  V.  First  National  Bank  of  Albuquerque,  131  F. 
2d  985  (1942),  certiorari  denied,  318  U.S.  774  (1943)  ; 
Central  National  Bank  v.  National  Metropolitan  Bank, 
31  App.  D.C.  391,  17  L.R.A.  (n.s.)  520  (1908)  ;  United 
States  V.  National  Exchange  Bank,  45  Fed.  163  (CO. 
E.D.  Wis.,  1891)  ;  Crippen,  Lawrence  cfc  Co.  v.  Ameri- 
can National  Bank,  51  Mo.  App.  508  (1892)  ;  Hoffman  v. 
American  Exchange  National  Bank,  2  Neb.  Unof.  222, 
96  N.W.  112  (1902)  ;  see  also  McHenry  v.  Old  Citizens 
National  Bank,  85  Ohio  St.  203,  97  N.E.  395  (1911).  Or 
the  cashing  bank  may  have  been  advised  by  a  party  on 
whom  the  drawer  had  also  relied,  but  who  was  pre- 
sumed by  the  court  to  have  knowledge  of  the  fraud, 
that  the  instrument  was  delivered  to  the  impostor.  See 
United  States  v.  Continental- American  Bank  &  Trust 
Co.,  175  F.  2d  271,  certiorari  denied,  338  U.S.  870 
(1949)  ;  Emporia  National  Bank  v.  Shotwell,  35  Kan. 
360,  11  Pac.  141  (1886).  Finally,  there  are  several 
cases  in  which  party  cashing  the  instrument,  who  was 
not  a  party  to  the  fraud,  knew  that  the  impostor  had 
induced  the  drawer  to  issue  and  deliver  the  instrument 
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to  the  impostor  in  the  belief  that  he  was  the  named 
payee.  See  Heavy  v.  Commercial  National  Bank  of 
Ogden,  27  Utah  222,  75  Pac.  727  (1904)  ;  ForUs  d  King 
V.  Espy,  lieidelbach  &  Co.,  21  Ohio  St.  474  (1871) ;  see 
also  Citizens'  Union  National  Bank  v.  Terrell,  244  Ky. 
16,  50  S.W.  2d  60  (1932).'=^ 

In  those  instances  where  the  drawer  upon  inquiry  by 
the  easher  in  fact  advises  the  casher  to  pay  the  im- 
postor, the  drawer  is  clearly  precluded  from  asserting' 
forgery.  This  reflects  the  fact  that  the  obligation  of 
an  endorser  on  a  guaranty  of  prior  endorsements  or  of 
a  drawee  to  pay  only  in  accordance  with  the  instruc- 
tions of  the  drawer  is  deemed  fulfilled  when  the  drawee 
or  endorser  has  made  as  broad  an  inquiry  as  to  the 
identity  of  the  payee  as  the  drawer  could  reasonably 
expect.  Even  where  the  representation  as  to  the  iden- 
tity of  the  payee  is  not  made  by  the  drawer  personally, 
the  facts  in  the  cases  cited  above  are  sufficient  to  sup- 
port the  conclusion  that  the  conduct  of  the  drawer  led 
the  casher,  after  a  reasonable  inquiry,  to  believe  that 
the  impostor  was  the  payee.  This  consideration  was 
adopted  by  the  Fifth  Circuit  in  the  Continental- Ameri- 
can Bank  <f  Trust  Co.  case  as  a  reason  for  applying  the 
impostor  rule  there  when  it  stated  (175  F.  2d  272)  : 

*  *  *  If  the  banks  see  that  the  very  person  to 
whom  a  check  was  issued  and  delivered  has  en- 


^^  A  number  of  cases  which  are  ordinarily  cited  in  support  of  the 
impostor  rule  with  respect  to  negotiable  instruments,  though  they 
do  not  involve  negotiable  instruments  at  all  but  relate  to  contracts 
of  a  different  nature,  belong  to  the  same  category.  Boatsman  v. 
Stockmen's  National  Bank,  56  Colo.  495.  138  Pac.  764  (1914); 
Metzger  v.  Franklin  Bank,  119  Ind.  359,  21  N.E.  793  (1889); 
Western  Union  Telegraph  Co.  v.  American  State  Bank,  277  S.W.  226 
(Tex.  Civ.  App.,  1925). 
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dorsed  it  in  the  form  required,  the  indorsement  is 
a  genuine  one,  although  the  name  is  a  wrong 
one.  *  *  * 

It  is  apparent,  therefore,  that  the  policy  considerations 
which  compelled  the  result  in  the  National  Metropolitan 
Bank  case,  are  not  applicable  to  any  of  these  cases 
since  that  policy  has  as  a  premise  that  the  casher  has 
no  knowledge  of  the  circumstances  of  the  instrument's 
issuance."* 

2.  Cases  in  which  iynpostor  would  have  been  identified 
a^  payee  even  if  reasonable  inquiry  had  been  made. 

The  second  class  of  impostor  cases  in  which  the  loss 
is  imposed  on  the  drawer  is  comprised  of  cases  in  which 
the  person  cashing  the  instrument  for  the  impostor  has 
made  no  inquiry  as  to  his  identity  but  where  it  was,  at 
least  tacitly,  assumed  by  the  courts  that  even  if  the 
casher  had  in  fact  made  the  most  careful  inquiry  as 
to  the  payee's  identity,  which  could  have  been  expected 
under  the  circiunstances  of  each  case,  the  impostor 
would  have  been  identified  as  the  payee. 

In  some  instances  it  is  expressly  assumed  that  if 
identification  had  been  sought  from  the  impostor  he 
would  have  called  upon  the  drawer  for  such  identifica- 
tion and  that  the  drawer  would  then  have  identified  the 
impostor  as  the  rightful  payee.  See,  e.g.,  Missouri 
Pacific  R.R.  V.  M.  M.  Cohn  Co.,  164  Ark.  335,  339,  261 
S.W.  895,  896,  certiorari  denied,  266  U.S.  627  (1924)  ; 
Montgomery  Garage  Co.  v.  Manufacturers  Liability 


^^  See  discussion,  p.  23,  supra. 
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Insurance  Co.,  94  N.J.L.  152,  155,  109  Atl.  296,  297 
(1920)  ;  McHenry  v.  Old  Citizens  National  Bank,  85 
Ohio  St.  203,  211,  97  N.E.  395,  398  (1911).  While 
these  cases  also  speak  in  terms  of  effectuating  the 
drawer's  intent,  the  criterion  used  is  not  the  drawer's 
subjective  intent  but  rather  what  the  drawer  would 
have  told  the  cashing  party  if  an  inquiry  had  been 
made.  For  example,  in  the  Montgomery  Garage  Co. 
case,  in  which  the  impostor,  who  had  assumed  a 
fictitious  name,  was  given  a  check  by  defendant,  the 
court,  in  holding  for  the  party  who  had  cashed  the 
check,  stated  (94  N.J.L.  at  155,  109  Atl.  at  297)  : 

*  *  *  In  the  case  at  bar,  if  the  plaintiff,  before 
cashing  the  check,  had  sent  for  and  asked  the 
drawer  whether  or  not  the  person  presenting  the 
check  was  the  person  to  whom  it  was  intended  to  be 
paid,  the  answer  would  have  been  in  the  affirmative. 

Recognition  of  this  basis  for  decision  also  appears  in 
Land  Title  and  Trust  Co.  v.  Northwestern  National 
Bank,  196  Pa.  230,  46  Atl.  420  (1900),  since  the  court 
observed  that  the  impostor  could  have  received  pay- 
ment in  cash  rather  than  by  check  if  he  had  asked  for  it. 
We  believe  that  the  foregoing  consideration  provides 
the  most  satisfactory  explanation  for  the  cases  in  which 
the  result  was  stated  primarily  in  terms  of  the  drawer's 
intent  and  the  loss  was  placed  on  the  drawer.^^    For 


-''  For  cases  of  that  type  see,  e.g.,  Fidelity  tfe  Deposit  Co.  of  Mary- 
land V.  Union  Trust  Co.,  129  F.  2d  1006  (C.A.  2,  1942)  ;  Meridian 
National  Banks  oj  Indianapolis  v.  First  National  Bank  of  Shelby- 
ville,  7  Ind.  App.  322,  33  N.E.  247  (1893);  Robertson  v.  Coleman, 
141  :Mass.  231,  4  N.E.  619  (1886) ;  Famous  Shoe  &  Clothing  Co.  v. 
Crosswhite,  124  Mo.  34,  27  S.W.  397  (1894)  ;  Merchants'  Loan  and 
Trust  Co.  V.  Bank  oj  the  Metropolis,  7  Daly  137  (N.Y.  Common 
Pleas,  1877) ;  Townsend,  Oldham  &  Co.  v.  Continental  State  Bank, 
178  S.W.  564  (Tex.  Civ.  App.,  1915) . 
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while,  as  we  have  already  shown,  supra,  p.  32,  the 
ascertainment  of  the  drawer's  actual  or  subjective 
intent  is  artificial  and  arbitrary,  in  these  cases  it  is 
much  less  speculative  to  assume  that  the  drawer  would 
have  identified  the  impostor  as  the  payee  for  the  casher. 
Our  belief  that  this  is  the  criterion  used  in  deter- 
mining the  drawer's  intent  in  the  cases  applying  the 
impostor  rule  against  the  drawer  solely  on  the  basis 
of  that  intent  derives  strong  support  from  several 
groups  of  cases,  decided  by  courts  which  have  otherwise 
followed  the  rule  to  find  against  the  drawer,  in  which 
the  drawer  prevailed  because  the  assumption  that  the 
drawer  would  be  able  or  willing  to  identify  the  impostor 
as  the  payee  could  not  be  made.  Thus,  in  cases  where 
the  drawer  has  had  some  doubts  as  to  the  identity  of  the 
impostor  and  has,  therefore,  required  him  to  cash  the 
check  at  a  bank  where  he  was  known,  the  drawer  has 
been  permitted  to  recover.  See  District  National  Bank 
Y.  Washington  Loan  <&  Trust  Co.,  65  F.  2d  831 
(C.A.D.C,  1933)  ;  Dodge  v.  National  Exchange  Bank, 
30  Ohio  St.  1  (1877)  ;  see  also  Gallo  v.  Brooklyn  Savings 
Bank,  199  N.Y.  222,  92  N.E.  633  (1910) .  In  those  cases, 
even  though  there  were  face-to-face  dealings  between 
the  drawer  and  the  impostor  which  resulted  in  the 
issuance  of  a  check,  the  assumption  that  the  drawer 
would  have  identified  the  impostor  as  the  payee  was 
contrary  to  the  proven  facts.  In  other  cases,  face-to- 
face  dealings  between  the  drawer  and  the  impostor 
have  been  of  such  a  transitory  or  insubstantial  char- 
acter that  the  courts  have  refused  to  make  the  assump- 
tion that  the  drawer  would  have  identified  the  impostor 
as  the  payee  and  have  accordingly  imposed  the  loss  on 
the  casher  who  could  therefore  not  have  been  misled  by 
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the  conduct  of  the  drawer.  See  Cohen  v.  Lincoln  Sav- 
ings Bank,  275  N.Y.  399, 10  N.E.  2d  457  (1937)  ;  Simp- 
son V.  Denver  &  Rio  Grande  R.R.,  43  Utah  105, 134  Pac. 
883  (1913).'*^ 

Perhaps  the  strongest  support  for  this  explanation 
of  the  intent  rationale  in  the  impostor  cases  is  fur- 
nished by  the  cases  in  which  the  dealings  between  the 
drawer  and  the  impostor  have  been  by  correspondence 
only,  for  in  those  cases  the  loss  has  rarely  been  placed 
on  the  drawer  unless  the  casher  was  shown  to  have 
actual  knowledge  about  the  circumstances  surrounding 
the  instrument's  issuance  and,  in  any  event,  practically 
never  on  the  basis  of  subjective  intent  alone.^^    That 


-'^  In  cases  rejecting  the  impostor  rule,  e.g.,  Keel  v.  Wynne,  210 
N.C.  426,  187  S.E.  571  (1936) ;  Tolman  v.  American  National  Bank, 
22  R.I.  462,  48  Atl.  480'  (1901);  Western  Union  Telegraph  Co.  v. 
Bi-Metallic  Bank,  17  Colo.  App.  229,  68  Pac.  115  (1902),  the  courts 
were  presumably  unwilling  to  assume  that  inquiry  of  the  drawer 
would  have  been  the  most  likely  or  appropriate  means  for  identifying 
the  payee.  Thus,  unless  the  casher  had  actual  knowledge  of  the 
dealings  between  the  drawer  and  the  impostor,  the  correlative 
assumption  that  a  normal  inquiry  by  the  casher  as  to  the  im- 
postor's identity  would  necessarily  have  shown  that  he  was  the 
payee  would  also  have  been  unacceptable. 

2'^  Of  the  correspondence  cases  usually  cited  in  the  support  of  the 
proposition  that  the  loss  has  been  imposed  on  the  drawer  in  the 
majority  of  impostor  cases  regardless  of  whether  the  dealings 
between  the  drawer  and  impostor  have  been  face  to  face  or  by  cor- 
respondence, the  following  are  ones  in  which  the  court  relied  on  the 
fact  that  the  casher  had,  at  the  time  he  dealt  with  the  impostor, 
actual  knowledge  that  the  drawer  had  also  dealt  with  the  impostor 
believing  him  to  be  the  payee  (see  discussion,  pp.  36-38,  supra)  ^ 
United  States  v.  Continental- American  Bank  &  Trust  Co.,  175  F.  2d 
271,  certiorari  denied,  338  U.S.  870  (1949)  ;  Emporia  National  Bank 
v.  Shotwell,  35  Kan.  360,  11  Pac.  141  (1886) ;  Maloney  v.  Clark  & 
Co.,  6  Kan.  82  (1870)  ;  Crippen,  Lawrence  &  Co.  v.  American  Na- 
tional Bank,  51  Mo.  App.  508  (1892);  Hoffman  v.  American  Ex- 
change National  Bank,  2  Neb.  Unof.  222,  96  N.W.  112  (1902) ; 
Forbes  &  King  v.  Espy,  Heidelbach  &  Co.,  21  Ohio  St.  474  (1871) ; 
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these  correspondence  cases  have  usually  pointed  to  the 
actual  transmission  of  the  drawer's  intent  to  the  casher, 
which  is  not  true  in  the  face-to-face  dealing  cases,  is 
explained  by  the  fact  that  in  cases  where  the  drawer's 
dealings  with  the  impostor  have  been  face  to  face  it  may 
well  be  said  that  the  "name  of  a  person  is  the  verbal 
designation  by  which  he  is  known,  but  the  visible  pres- 
ence of  a  person  affords  surer  means  of  identifying  him 
than  his  name."  Rohertsofi  v.  Coleman,  141  Mass.  231, 
232,  4  N.E.  619,  620  (1886).  See  Montgomery  Garage 
Co.  V.  Manufacturers  Liability  Insurance  Co.,  94  N. J.L. 
152, 155, 109  Atl.  296,  297  (1920).  In  that  situation,  if 
the  casher  takes  the  impostor  to  the  drawer  for  identi- 
fication, or  even  if  he  only  describes  the  physical  char- 
acteristics of  the  impostor  to  the  drawer  by  telephone 
or  correspondence,  for  the  purpose  of  having  the  im- 

Heavy  v.  Commercial  National  Bank  of  Ogden,  27  Utah  222,  75  Pac. 
727  (1904);  cf.  Boatsman  v.  Stockmen's  National  Bank,  56  Colo. 
495,  138  Pac.  764  (1914) ;  Metzger  v.  Franklin  Bank,  119  Ind.  359,  21 
N.E.  973  (1889);  Westeryi  Union  Telegraph  Co.  v.  American  State 
Bank,  277  S.W.  226  (Tex.  Civ.  App.,  1925) ;  see  Citizens'  Union 
National  Bank  v.  Terrell,  244  Ky.  16,  50  S.W.  2d  60  (1932).  And 
with  the  exception  of  United  States  v.  Union  Trust  Co.,  139  F.  Supp. 
819  (D.  Md.,  1956),  the  other  usually  cited  correspondence  cases 
which  have  placed  the  loss  on  the  drawer  although  the  casher  had 
no  knowledge  of  the  drawer-impostor  dealings,  have  not  based  their 
decisions  solely  on  the  impostor  rule  intent  rationale.  See  Hartford 
Accident  &  Indemnity  Co.  v.  Middletown  National  Bank,  126  Conn. 
179,  10  A.  2d  604  ( 1939) ;  Uriola  v.  Tivin  Falls  Bank  &  Trust  Co.,  37 
Idaho  332,  215  Pac.  1080  (1923)  (see  discussion,  p.  45,  infra); 
Peninsular  State  Bank  v.  First  National  Bank,  245  Mich.  179,  222 
N.W.  157  (1928) ;  First  National  Bank  v.  Amencan  Exchange  Na- 
tional Bank,  170  N.Y.  88,  62  N.E.  1089  ( 1902)  ;  States  v.  First 
National  Bank  of  Montrose,  17  Pa.  Super.  256,  affirmed,  203  Pa.  69, 
52  Atl.  13  (1902)  (In  Commomnealth  v.  Globe  Indemnity  Co  ,  323 
Pa.  261,  270,  185  Atl.  796,  800  (1936),  the  court  explained  that'only 
justification  for  the  Montrose  result  was  that  the  drawer  had  sued 
too  late — the  express  ground  on  which  the  lower  court  decision  in 
Montrose  had  been  affirmed). 
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poster  identified  as  the  payee,  the  drawer  would  nor- 
mally be  expected  to  so  identify  the  impostor  on  the 
basis  of  the  physical  characteristics  known  to  him.^^ 
On  the  other  hand,  where  the  dealings  have  been  ex- 
clusively by  correspondence,  as  in  the  present  cases, 
the  drawer  would  normally  be  in  no  position  to  identify 
any  particular  individual  as  the  person  intended  to  be 
the  named  payee  or,  if  the  payee  was  known  to  him 
personally,  could  in  fact  expose  the  impersonation  so 
that  in  the  absence  of  any  knowledge  by  the  casher  that 
the  drawer  had  in  fact  dealt  with  the  impostor,  and  not 
the  named  payee,  the  drawer  has  generally  been  allowed 
to  recover  in  cases  based  solely  on  the  intent  criterion. 
See  Moore  v.  Moultrie  Banking  Co.,  39  Ga.  App.  687, 
148  S.E.  311  (1929)  (drawer  personally  knew  named 
payee)  ;  American  Surety  Co.  v.  Empire  Trust  Co.,  262 
N.Y.  181,  186  N.E.  436  (1933)  ;  Mercantile  National 
Bank  v.  Silverman,  148  App.  Div.  1,  132  N.Y.  Supp. 
1017  (1912),  affirmed  without  opinion,  210  N.Y.  567, 
104  N.E.  1134  (1914)  ;  Palm  v.  Watt,  7  Hun  317  (N.Y. 
S.  Ct.,  1876)  (drawer  personally  knew  named  payee)  ; 
Commonwealth  v.  Glohe  Indemnity  Co.,  323  Pa.  261, 
185  Atl.  796  (1936) ;  see  also  Citizens'  State  Bank  of 
McLean  v.  Fuller,  274  S.W.  208  (Tex.  Civ.  App.,  1925). 
But  see  Atlantic  National  Bank  of  Jacksonville  v. 
United  States,  250  F.  2d  114  (C.A.  5,  1957) ;  United 
States  v.  Union  Trust  Co.,  139  F.  Supp.,  819  (D.  Md., 
1956). 


2^  This  also  explains  why,  except  in  cases  like  those  discussed  at 
pp.  45-46,  infra,  the  impostor  rule  should  only  be  applied  in  those 
cases  when  the  impostor  has  assumed  the  identity  of  the  payee  both 
in  his  dealings  with  the  drawer  and  the  person  cashing  the  instru- 
ment. 
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Other  impostor  cases,  in  which  the  casher  has  not 
investigated  the  identity  of  the  impostor,  come  within 
the  second  class  of  impostor  cases  which  place  the  loss 
on  the  drawer  not  because  of  the  assumption  that  the 
drawer  would  have  identified  the  impostor  as  the  payee 
upon  inquiry  but  because  it  appears  that  the  impostor 
or  swindler  either  bears  the  name  of  the  real  payee  or 
is  generally  known  by  his  assumed  name  in  the  com- 
munity to  which  the  check  was  sent.  See,  e.g.,  United 
States  V.  First  National  Bank  &  Trust  Co.  of  Asheville, 
92  P.  Supp.  356'  (W.D.  N.C.,  1950)  ;  United  States  v. 
Liberty  Insurance  Bank,  26  F.  2d  493  (W.D.  Ky., 
1928)  ;  Uriola  v.  Twin  Falls  Bank  &  Trust  Co.,  37  Idaho 
332,  215  Pac.  1080  (1923)  ;  Jamieson  d-  McFarland  v. 
Heim,  43  Wash.  153,  86  Pac.  165  (1906)  ;  see  also  Slat- 
tery  dc  Co.  v.  National  City  Bank,  114  Misc.  48, 186  N.Y. 
Supp.  679  (1920)  (drawer  negligently  sent  check  to  ad- 
dress of  a  person  with  same  name  as  intended  payee)  ; 
S.  Weisherger  Co.  v.  Barherton  Savings  Bank,  84  Ohio 
St.  21,  95  N.E.  379  (1911)  (drawer  negligently  mailed 
check  to  Cleveland  instead  of  New  York  and  post  office 
delivered  it  to  person  in  Cleveland  bearing  payee's 
name).  In  these  cases,  it  may  be  assmned  that  the 
casher  could  easily  have  determined  upon  inquiry  in 
the  community  that  a  person  bearing  the  impostor's 
name  received  his  mail  at  the  address  to  which  the  check 
was  sent  and  that  the  person  endorsing  the  payee's 
name  was  that  individual.  Accordingly,  in  these  cir- 
cumstances, as  in  the  cases  where  a  drawer  is  fraudu- 
lently induced  to  issue  and  deliver  a  check  to  a  person 
in  his  proper  name,  it  would  be  unreasonable  to  require 
the  drawee  or  other  cashing  party  to  guarantee  not  only 
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the  identity  of  the  payee  but  also  the  justness  of  the 
claim  for  which  the  check  was  issued."^ 

D.  The  Impostor  Rule  Is  Inapplicable  to  These  Cases 
Since  the  Conduct  of  the  United  States  Did  Not  Impose 
an  Unreasonable  Burden  of  Inquiry  on  the  Appellee 
Banks. 

The  foregoing  analysis  of  the  impostor  cases  impos- 
ing the  loss  on  the  drawer  demonstrates,  we  submit, 
that  they  can  be  distinguished  from  cases  like  National 
Metropolitan  Bank  only  on  the  gromid  that  the  conduct 
of  the  drawer  or  drawer-drawee  imposed  an  unreason- 
able burden  of  inquiry  on  the  party  cashing  a  check 
with  respect  to  the  payee 's  identity.  None  of  the  bases 
for  so  distinguishing  an  impostor  case  from  National 
Metropolitan  Bank  are  present  in  these  cases  however. 
First,  there  is  no  showing  here  that  the  party  cashing 
the  tax  refund  checks  for  the  swindlers  had  any  knowl- 
edge of  the  circmnstances  leading  to  the  issuance  or 
mailing  of  the  checks.^''     Second,  neither  the  United 


29  The  situation  is  to  be  distinguished  from  a  case  where  a  check 
is  stolen  by  a  person  bearing  the  payee's  name  for  in  that  situation 
the  cashing  party's  ability  to  uncover  the  impersonation  upon  in- 
quiry would  in  no  way  be  hindered  by  the  drawer's  conduct  in 
delivering  the  check  to  the  impostor. 

'■^^  Indeed  with  respect  to  each  of  the  58  checks  cashed  by  the 
Security-First  National  Bank,  it  is  patent  that  the  bank  was  not  in 
the  least  concerned  with  those  circumstances  since  it  relied,  not  on 
the  validity  of  the  payee's  endorsement,  but  rather  on  the  second 
endorsement  appearing  on  each  of  the  checks.  Moreover,  as  noted 
above,  on  all  except  4  of  these  checks,  the  second  endorsements 
were  in  the  real  name  of  one  of  the  conspirators.  Supra,  p.  4. 
Accordingly,  at  least  with  respect  to  those  54  checks,  it  would  be 
impossible  to  show  that  any  bof^  fide  transferee  of  one  of  these 
refund  checks  from  the  defrauders  could  have  been  led  to  believe 
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States  or  any  of  its  agents  would  have  been  able  to 
identify  the  impostor  as  the  intended  payee  for  they 
had  no  knowledge  about  the  payee  except  the  informa- 
tion which  appeared  on  the  face  of  the  tax  refund 
checks  and  the  tax  returns.^^  Finally,  in  the  absence  of 
any  showing  that  the  alleged  impostors  had  assumed  the 
identity  of  the  named  payees  in  their  daily  activities 
and  contacts  so  that  an  investigation  by  the  banks  would 
have  determined  that  persons  bearing  the  payees'  names 
lived  at  the  addresses  given  and  that  the  endorsers  were 
those  persons,  it  is  evident  that  if  the  United  States  is 
permitted  to  recover  here  the  burden  of  inquiry  on  ap- 
pellee banks  will  have  been  no  greater  than  that  in  the 
National  Metropolitan  Bank  case  and  hence  not  an 
unreasonable  one.^^ 

that  the  person  with  whom  he  was  dealing  was  the  intended 
payee.  Similarly,  it  appears  that  the  second  endorsement  on  at 
least  3  of  the  7  checks  cashed  by  the  Bank  of  America  are  also  in 
the  true  names  of  one  of  the  conspirators.    Supra,  p.  5. 

^^  See  discussion,  p.  26,  supra. 

^2  The  district  court  gave  judgments  for  appellees  only  on  the 
ground  that  there  had  been  no  forged  endorsements  and  did  not 
reach  the  separate  defenses  of  laches  pleaded  by  both  appellees  in 
their  answers  (R.  14;  R'.  20-21)  or  of  the  limitations  provisions  of 
31  U.S.C.  129  pleaded  by  the  Bank  of  America  (R.  13-14).  There 
is  clearly  no  merit  to  either  of  those  defenses 

First,  the  limitations  provision  of  31  U.S.C.  129  that  "[n]o  pro- 
ceeding in  any  court  shall  be  brought  by  the  United  States  *  *  * 
to  enforce  the  liability  of  any  endorser  *  *  *  arising  out  of  a  forged 
or  unauthorized  signature  or  endorsement  upon  *  *  *  any  check 
*  *  *  issued  by  the  *  *  *  Treasurer  and  Assistant  Treasurers  of  the 
United  States,  or  by  disbursing  officers  and  agents  of  the  United 
vStates,  unless  such  proceeding  is  commenced  within  six  years  after 
the  presentation  to  the  Treasurer  of  the  United  States  *  *  *  of  such 
issued  checks  *  *  *  for  payment  of  such  check,  *  *  *  or  unless  within 
that  period  written  notice  shall  have  been  given  by  the  United 
States  or  an  agency  thereof  to  such  endorser  *  *  *  of  a  claim  on 
account  of  such  liability  *  *  *"  are  clearly  inapplicable  to  the  Bank 
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CONCLUSION 


For  the  foregoing  reasons,  it  is  respectfully  sub- 
mitted that  the  judgments  of  the  District  Court  were 
erroneous  and  should  be  reversed. 

George  Cochran  Doub, 

Assistant  Attorney  General, 

Laughlin  E.  Waters, 

United  States  Attorney, 

Samuel  D.  Slade, 
Peter  H.  Schiff, 

Attorneys, 
Department  of  Justice, 

Washington  25,  B.  C. 
January,  1959. 


oj  America  case  in  which  they  were  pleaded.  For  there  the  checks 
were  all  presented  for  payment  in  ]\Iarch  or  April  of  1949  (R.  4) 
and  demands  for  repayment  were  made  by  the  United  States 
"[ujpon  discover}^  that  a  fraud  had  been  committed,  on  or  about 
October  14,  1949,  and  January  11,  1950."  (R.  16.  21)— within  the 
six-year  period  allowed  by  the  statute. 

Second,  neither  of  the  appellees  pleaded  any  facts  in  support  of 
their  laches  defenses  to  show  specific  damages  resulting  from  the 
alleged  failure  of  the  United  States  to  give  prompt  notice  after 
discovery  of  fraud.  Since  the  Supreme  Court  has  held  that  when 
the  signature  of  the  payee  on  a  Government  check  is  forged  an 
endorser  is  not  relieved  of  liability  because  of  the  drawee's  failure  to 
give  prompt  notice  after  learning  of  the  forgery  unless  there  is  a 
clear  showing  that  the  drawee's  delay  in  notification  caused  damage 
to  the  endorser  and  that  damage  occasioned  by  delay  must  be  estab- 
lished and  not  left  to  conjecture,  the  laches  defense  must  necessarily 
fail  here.  Clearfield  Trust  Co.  v.  United  States,  318  U.S.  363  (19431. 
See  Uiiited  States  v.  Peoples  Xational  Bank  of  Chicago.  249  F.  2d 
637  (C.A.  7,  1957). 
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No.  16164 
United  States  of  America,  appellant, 


Bank  of  America  National  Trust  &  Savings  Association, 

appellee 


No.  16165 

United  States  of  America,  appellant, 

V. 

Security-First  National  Bank,  appellee 


ON  APPEALS  FROM  THE  UNITED  STATES  DISTRICT  COURT 
FOR  THE  SOUTHERN  DISTRICT  OF  CALIFORNIA,  CENTRAL 
DIVISION 


BRIEF  FOR  THE  UNITED  STATES  i 


jurisdictional  statement 


On  August  25,  1955,  the  United  States  instituted 
separate  suits  against  appellees  to  recover  $1,341.08, 
plus  interest  from  Bank  of  America  and  $9,719.15,  plus 


^  An  order  by  the  Chief  Judge  filed  on  December  10,  1958,  granted 
the  Government's  motion  for  permission  to  file  a  single  brief  for  the 
above-captioned  appeals. 

(1) 


interest,  from  the  Security-First  National  Bank,  wMch 
the  Treasurer  of  the  United  States  had  paid  to  ap- 
pellees upon  7  and  58  checks,  respectively,  bearing 
allegedly  forged  signatures  of  the  payees,  who  in  each 
instance  were  fictitious  or  nonexistent  (R.  3-9;  R'. 
3-14).^  The  jurisdiction  of  the  district  court  over  the 
actior6rested  upon  28  U.S.C.  1345.  On  June  3,  1958, 
the  United  States  District  Court  for  the  Southern 
District  of  California,  Central  Division,  entered  judg- 
ments against  the  United  States  (R.  18-20;  R'.  30-31). 
On  July  25,  1958,  the  United  States  filed  notices  of  ap- 
peal (R.  22 ;  R'.  31-32).  The  jurisdiction  of  this  Court 
rests  upon  28  U.S.C.  1291. 


STATEMENT 


The  facts  found  by  the  court  below  were  stipulated  by 
the  parties  and  may  be  summarized  as  follows : 

a.  The  Security-First  National  Bank  case — During 
the  year  1949  and  prior  thereto,  Arthur  H.  Lange, 
Aline  Lange  Lee,  a  real  estate  broker  of  Los  Angeles, 
and  her  son  and  other  members  of  her  family  ^  entered 


2  "R.  — "  refers  to  the  record  in  the  Bank  of  America  case,  No. 
16164;  while  "R/  "  refers  to  the  record  in  the  Security-First 

National  Bank  case,  No.  16165. 

^  In  August,  1950,  Aline  Lange  Lee  and  several  members  of  her 
family,  Augustus  C.  Flemmings,  Jr.,  Harold  R.  Washington, 
Celeste  C.  Flemmings,  Dorothy  Mae  Flemmings,  and  Theodore  W. 
Lange,  Jr.,  were  convicted  on  pleas  of  nolo  contendere  and  sentenced 
for  conspiracy  to  defraud  the  Government  with  respect  to  false 
claims  pertaining  to  the  scheme  of  seeking  the  return  of  tax  refunds 
alleged  to  be  due  on  the  basis  of  fictitious  and  fraudulent  representa- 
tions. S.D.  Calif.,  Cr.  Nos.  21012,  21013,  21014,  21015,  21016, 
21018,  respectively.  Tony  R.  DeHart,  another  member  of  Aline 
Lange  Lee's  family,  was  convicted  on  a  plea  of  guilty  and  sentenced 
for  the  same  conspiracy  on  February  27,  1950,  S.D.  Calif..  Cr.  No. 
21017. 
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into  a  scheme  to  defraud  the  United  States  pursuant  to 
which  they  caused  to  be  prepared  fictitious  "W-2" 
forms  concerning  salary  and  tax  withheld  by  alleged 
employers  and  then  filed  income  tax  returns  with  the 
"  W-2"  forms  attached  in  the  names  of  the  fictitious  tax 
payers  (R'.  28).^  These  returns  and  forms  were  pre- 
pared in  such  a  way  as  to  indicate  that  a  refund  on  in- 
come tax  was  due  and  payable  to  the  respective  ficti- 
tious persons  whose  names  appeared  on  the  fraudulent 
returns  (R^  22).  The  names  used  on  the  fraudulent 
''W-2"  forms  and  tax  returns  were  fictitious  in  each 
instance  (R'.  28).  These  income  tax  returns  and  ac- 
companying withholding  statements  were  filed  with 
the  District  Director  of  Internal  Revenue  (R'.  28). 
The  United  States  Treasury  upon  receipt  of  these 
returns  issued  each  of  the  checks  sued  upon  without 
first  checking  the  records  to  determine  whether  the 
taxes  claimed  to  have  been  paid  had  in  fact  been  with- 
held or  without  otherwise  making  any  investigation 
with  respect  to  the  tax  returns  or  withholding  state- 
ments (R'.  28-29).'^  The  refund  checks  were  drawn 
and  made  payable  to  the  various  fictitious  payees  and 
were  mailed  to  the  addresses  given  in  the  income  tax 
returns  (R'.  29).    Each  of  the  checks  was  endorsed  by 


■*  As  the  court  found,  the  Internal  Revenue  laws  of  the  United 
States  at  the  time  involved  in  this  case  and  at  present  provide  that 
employees  should  receive  at  the  end  of  each  calendar  year  "W-2" 
forms  from  each  employer,  indicating  thereon  the  amount  of  income 
paid  by  the  employer  to  the  employee,  the  amount  of  Social  Security 
withheld  and  the  amount  of  income  tax  withheld.  The  "W-2"  form 
is  filed  by  the  employee  together  with  his  income  tax  return.  If  the 
amount  of  income  tax  withheld  exceeds  the  amount  of  tax  the 
employee  must  pay  for  the  year,  the  employee  indicates  on  his 
return  that  the  excess  money  is  either  to  be  applied  to  the  ensuing 
year's  income  taxes  or  is  to  be  refunded  to  the  employee.  (R'.  27-28) . 

^  See  fn.  10,  injra,  p.  25. 


the  person  who  had  signed  the  tax  return  showing  the 
overpayment  for  which  a  Treasury  check  was  issued 
to  a  fictitiously  named  payee  (R'.  29).  As  may  be 
seen  from  an  inspection  of  the  checks,  on  37  of  the  58 
checks  involved  in  this  case  the  second  endorsement  was 
made  by  the  Aline  L.  Lee  Realty  Company,  15  by  Tony 
R.  DeHart  and  one  each  by  Harold  Washington  and 
Celeste  Flemmings.^  After  second  endorsements  had 
been  subscribed  on  all  of  the  checks,  they  were  cashed 
by  appellee  bank  in  the  course  of  business  (R'.  29). 
The  checks  were  thereafter  endorsed  by  the  bank  in  the 
normal  course  of  business  with  the  statement  thereon 
''All  prior  endorsements  guaranteed"  and  were  pre- 
sented for  payment  and  paid  by  the  Government's  fiscal 
agent  (R'.  29).  Upon  discovery  of  the  fraud,  the 
United  States  gave  notice  thereof  to  the  appellee  bank 
with  respect  to  all  of  the  checks  involved,  demanding 
repayment  in  the  amount  of  $9,719.15  which  the  bank 
has  refused  to  make  (R'.  29-30).  The  district  court 
held  that  the  appellee  bank  was  not  liable  to  the  United 
States  upon  its  guarantee  of  prior  endorsements  be- 
cause of  the  view  that  the  endorsements  of  the  payees' 
names  were  not  forged  (R".  30). 

b.  The  Bank  of  America  case — This  case  involves 
7  fraudulently  procured  tax  refund  checks  issued  to  7 
different  fictitious  or  nonexistent  payees  (R.  13, 19-20). 
These  checks  were  issued  on  the  basis  of  fraudulent 
income  tax  returns  filed  with  the  United  States  in  the 
names  of  the  payees  on  the  checks  in  question  (R.  20). 


"The  checks  reproduced  at  pp.  11,  12  and  13  of  the  record  (R'.) 
in  this  case  are  representative  of  these  second  endorsements. 
Thus,  at  least  54  of  the  second  endorsements  were  made  by  or  on 
behalf  of  Aline  Lange  Lee  and  her  family. 


Each  of  the  income  tax  returns  showed  that  the  ficti- 
tious taxpayer  was  entitled  to  a  refund  (  R.  20) .  Upon 
receipt  of  the  false  and  fraudulent  returns,  and  relying 
solely  on  them,  the  United  States  issued  the  7  checks  in 
question  and  mailed  them  to  the  names  and  addresses 
listed  in  the  false  tax  returns  (R.  20).  Each  of  the 
checks  was  endorsed  by  the  person  who  had  signed  the 
tax  return  on  the  basis  of  which  the  refund  check  was 
issued  (R.  20).  Prior  to  the  time  that  the  checks  were 
deposited  in  appellee  bank  at  least  a  second  endorse- 
ment w^as  added  after  the  endorsement  in  the  payee's 
name.^  Thereafter,  the  bank  in  due  course  endorsed 
the  checks  "All  prior  endorsements  guaranteed"  and 
presented  them  for  payment  which  was  made  by  the 
Government's  fiscal  agent  (R.  21).  Upon  discovery 
of  the  fraud,  the  United  States  gave  notice  thereof 
to  the  aiDpellee  bank  in  October  1949  and  January  1950 
and  demanded  return  of  the  amount  of  the  checks,  a 
total  of  $1,341.08  (R.  21).  Appellee  has  refused  to 
make  such  payment  (R.  21).  The  district  court  held 
that  the  "impostor  rule"  was  applicable  in  this  case 
and  that  the  endorsements  of  the  payees'  names  on  the 
checks  were  not  forgeries  so  that  the  United  States  was 
not  allowed  to  recover  (R.  21). 

SPECIFICATION    OF   ERRORS 

(1)  In  each  case  the  district  court  erred  in  holding 
that  appellee  bank  was  not  liable  to  the  United  States 
upon  its  guarantees  of  prior  endorsements. 


^  This  may  be  seen  upon  inspection  of  the  checks,  one  of  which 
has  been  reproduced  in  the  printed  record  (R.  9).  The  names  of  Tony 
R.  DeHart  and  Dorothy  Mae  Flemmings,  two  of  the  conspirators 
involved  in  the  Security -First  National  Bank  case,  fn.  3,  supra, 
p.  2,  appear  on  3  of  the  checks, 
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(2)  In  each  case  the  district  court  erred  in  entering 
judgment  for  appellee  bank. 

(3)  The  district  court  in  the  Bank  of  America  case 
erred  in  holding  that  the  ''impostor  rule"  is  applicable 
to  the  facts  of  that  case. 

SUMMARY    OF   ARGUMENT 

There  is  unquestioned  here  the  basic  rule  that  the 
drawer  who  pays  a  check  upon  a  forged  endorsement  of 
a  payee  may  recover  from  one  who  receives  payment, 
for  such  payment  has  been  made  in  mistaken  reliance 
upon  the  representation  of  the  presenter  that  he  has 
title.  The  court  below,  apparently  on  the  basis  of  the 
decision  in  Atlantic  National  Bank  of  Jacksonville  v. 
United  States,  250  F.  2d  114  (C.A.  5,  1957)  which  re- 
lated to  an  almost  identical  fact  situation,  avoided  this 
rule  by  holding  that  the  endorsements  of  the  payees' 
names,  which  were  fictitious  or  nonexistent,  by  the 
persons  who  had  fraudulently  induced  the  Govern- 
ment to  issue  the  checks  upon  the  basis  of  false  and 
fraudulent  income  tax  returns  were  not  forgeries.  The 
United  States  contends  that  the  impostor  rule,  upon 
which  the  court  relied,  is  not  applicable  to  the  facts 
of  the  present  cases. 

In  Point  I  we  show  that  in  all  essential  respects  these 
cases  cannot  be  distinguished  from  National  Metropoli- 
tan Bank  v.  United  States,  323  U.S.  454  (1945),  and  re- 
lated cases.  Those  cases  make  it  clear  that  even  the 
drawer's  negligence  in  failing  to  prevent  or  discover 
fraud  in  the  issuance  of  checks  does  not  in  itself  afford 
a  reason  for  relieving  a  presenting  bank  of  liability  for 
breach  of  a  guaranty  of  prior  endorsements  since  a 
drawer  or  drawer-drawee,  such  as  United  States  here, 
owes  no  duty  to  persons  volunteering  to  cash  or  collect 


checks  to  protect  them  against  the  fraudulent  issuance 
of  a  check  or  the  consequent  forgery  of  the  payee's 
signature  thereon.    The  rule  of  National  Metropolitan 
Bank  that  the  drawer  owes  no  duty  to  the  cashing  or 
presenting  hank  is  grounded  on  policy  considerations 
which  are  equally  aijplicable  to  the  facts  of  the  present 
cases.    A  bank  need  not  accept  a  check,  and  before  it 
does  it  can  assure  itself  of  the  validity  of  the  instrument 
or  the  responsibility  of  the  endorser  who  tenders  it. 
As  a  matter  of  banking  practice,  the  cashing  bank  is 
not   concerned  with   the   circumstances   of   a   check's 
issuance  or  delivery  which  are  not  known  to  it  and 
can  safely  cash  a  check  only  on  the  assumption  that 
one  with  whom  it  deals  will  make  it  good  if  necessary. 
Consequently,  to  afford  the  bank  a  defense  against 
repayment  because   of  circumstances  which   play  no 
part  in  its  determination  to  take  the  check  would  give 
it  a  windfall.     And  as  recognized  by  the   Supreme 
Court  in  National  Metropolitan  Bank,  a  contrary  rule 
would  diminish  the  desirability  of  negotiable  paper  to 
drawers.    While  recovery  may  be  precluded  when  the 
drawer's  conduct  affirmatiAxly  misleads,   or  perhaps 
even  if  it  could  mislead,  a  person  into  cashing  a  check 
for  a  swindler,  such  circumstances  have  not  been  shown 
to  exist  in  the  present  cases.    The  appellee  banks  were 
in  no  way  apprised  of  any  dealings  between  the  alleged 
impostors  and  the  Government  and,  indeed,  cashed  all 
of  the  cheeks  only  after  second  endorsements  had  been 
added,  in  most  instances  by  the  defrauders  themselves. 
JMoreover,  if  an  inquiry  had  l^een  made  as  to  the  identity 
of  the  payee  either  by  appellee  banks  or  any  of  the  few 
prior  bona  fide  endorsers,  there  is  nothing  to   even 
suggest  that  any  act  of  the  United  States  or  its  agents 
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would,  or  could  have,  misled  an  inquirer  into  believing 
that  any  of  the  def rauders  were  the  named  payees. 

In  Point  II  we  demonstrate  that  the  so-called  im- 
postor rule  may  not  properly  be  applied  to  the  facts 
of  these  cases.  The  United  States  contends  that  the 
impostor  rule,  in  imposing  the  loss  resulting  from  the 
successive  frauds  of  the  same  person  on  the  drawer, 
may  be  applied  as  a  matter  of  federal  law  only  if  the 
result  is  compatible  with  the  Supreme  Court's  National 
Metropolitan  Bank  case  and  affords  a  rational  basis 
for  decision.  The  rule  has  generally  been  applied  for 
a  combination  of  reasons,  many  of  which  do  not  provide 
either  a  logical  or  appropriate  basis  for  reliance  on  the 
rule.  Thus,  the  actual  or  dominant  intent  criterion, 
frequently  referred  to  as  the  principal  ground  for  the 
rule,  is  demonstrably  artificial,  illogical  and  irrational 
and  hence  an  unsatisfactory  standard.  Moreover,  it 
is  not  apparent  why  it  is  necessary  to  look  beyond 
the  face  of  the  instrument  to  determine  the  drawer's 
intent  in  the  impostor  cases  and  not  otherwise.  A 
niunber  of  other  reasons  frequently  used  to  explain 
the  impostor  rule  are  necessarily  inconsistent  with 
National  Metropolitan  Bank  because  they  impose  the 
loss  on  the  drawer  primarily  because  he  was  negligent 
in  permitting  himself  to  be  defrauded  and  should  bear 
the  loss  because  he  first  set  in  motion  the  machinery 
which  ultimately  resulted  in  the  loss,  even  though  the 
drawer's  conduct  did  not  mislead  any  person  into 
cashing  the  instrument. 

We  recognize,  however,  that  an  analysis  of  the  im- 
postor cases  which  place  the  loss  on  the  drawer  does 
disclose  a  policy  basis  underlying  those  cases  distin- 
guishing them  from  the  rule  of  National  Metropolitan 
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Bank.  For  the  rule  has  generally  been  applied  against 
the  drawer  only  in  those  instances  where  it  has  been 
felt  that  the  drawer's  conduct  has  imposed  an  unrea- 
sonable burden  of  inquiry  with  respect  to  determining 
the  identity  of  the  joayee  on  the  first  bona  fide  trans- 
feree of  the  instrument  from  the  impostor.  In  many 
cases,  particularly  those  in  which  the  dealings  between 
the  drawer  and  impostor  have  been  by  correspondence 
only,  the  casher  has  actually  known  of  the  dealings 
between  the  drawer  and  impostor  leading  to  the  issu- 
ance and  delivery  of  the  instriunent.  This  element  is 
neither  shown  nor  claimed  to  be  present  here.  In  other 
impostor  cases  it  has  been  assumed  that  if  the  casher 
had  made  even  a  most  careful  inquiry  about  the  payee's 
identity,  the  impostor  would  have  been  identified  as 
the  payee  and  this  identification  would  have  been 
made  possible  l)ecause  of  some  conduct  by  the  drawer 
other  than  the  mere  issuance  of  the  instrument. 
Here,  however,  there  is  no  basis  in  the  record  for 
assuming  that  any  conduct  of  the  United  States  or  of 
its  agents  could  have  misled  the  cashing  banks  into 
believing  that  the  impostors  were  the  payees  even  if 
they  had  attempted  to  identify  the  impostor.  For 
neither  the  United  States  nor  its  agents  could  have 
identified  any  particular  individual  as  the  named 
payees.  And  in  addition  it  is  not  shown  that  the  alleged 
impostors  had  assumed  the  identities  of  the  payees  ex- 
cept for  the  purpose  of  making  unwitnessed  signatures 
on  the  fraudulent  tax  returns  and  later  the  endorse- 
ments of  the  payees'  names  so  that  an  investigation  as 
to  the  identity  of  the  payees  within  the  community  to 
which  the  checks  were  sent  would  have  disclosed  the 
impersonations  and  the  fraud. 
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ARGUMENT 


Certain  undisputed  jDrinciples  underlie  all  suits  to 
recover  payments  made  upon  a  check  bearing  a  forged 
endorsement.    The  drawer  who  calls  upon  the  drawee 
to  par  to  the  order  of  a  named  payee  exi^ects  that  pay- 
ment will  be  made  only  as  ordered:  if  the  payee's  en- 
dorsement is  forged  and  the  instrument  is  paid  by  the 
di-awee  to  the  forger  or  to  an  innocent  transferee,  the 
drawee  has  not  paid  according  to  the  directions  of  his 
drawer  and  may  charge  the  latter 's  account.     Con- 
tinental Xational  Banlx  <t  Trust  Co.  t.  Ohiey  Xationul 
Bank,  33  F.  2d  437  (C.A.  7.  1929).    See  First  XationaJ 
Bank  v.   Whitman,   94   Y.    S.   343.   346-347    (1876): 
Leather  Manufacturers'  Bank  \.  Merchants'  Bank,  128 
U.S.  26,  34  (1888)  ;  Brannan,  Negotiable  Instruments 
Law  (7th  ed.,  1948),  p.  445.    The  drawee,  who  paid  the 
check  in  reliance  upon  the  presenter's  express  or  im- 
plied representation  that  he  could  give  a  valid  dis- 
charge because  title  to  the  instrument  had  properly 
been  vested  in  him.  may  in  turn  recover  from  the  pre- 
senter  the   money  thus   paid  without  consideration, 
even  though  the  latter  is  innocent  of  wrong.    Leather 
Manufacturers'  Bank  v.  Merchants'  Bank,  128  U.S. 
26  (1888)  ;  Security  Savings  Bank  v.  First  Xational 
Bank,  106  F.  2d  542  (O.A.  6,  1939)  ;  Brannan.  Xegoti- 
ahle  Instruments  Laic    (7th  ed..  1948).  pp.  447-451. 
And  this  right  of  recovery  against  the  presenter  exists 
where  the  drawer  and  drawee  are  the  same,  for  example, 
two  agencies  of  the  United  States,  as  is  the  case  here. 
Xational  Metropolitan  Bank  v.  United  States,  323  U.S. 
454  (1945) :  Clearfield  Trust  Co.  v.  United  States,  318 
U.S.  363  (1943). 
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The  applicability  of  these  unchallenged  rules  to  these 
cases  was  avoided  by  the  determination  of  the  court 
below  that  the  endorsements  of  the  payees'  names  on  the 
checks  involved  here  were  not  forgeries  because  of 
the  so-called  impostor  rule.  The  court  did  not  file  an 
opinion  in  either  case.  Presumably  the  court  regarded 
the  split  decision  of  the  Court  of  Appeals  for  the 
Fifth  Circuit  in  Atlantic  National  Bank  of  Jacksonville 
V.  United  States,  250  F.  2d  114  (1957),  which  applied 
the  impostor  rule  to  facts  indistinguishable  from  those 
involved  here,  as  controlling,  or  at  least  persuasive, 
authority.  There,  Howard,  a  United  States  Deputy 
Tax  Collector,  prepared  false  "W-2"  forms  and  ac- 
companying tax  returns  which  claimed  refunds  in  the 
names  of  109  nonexistent  persons.  As  a  result,  refund 
checks  were  issued  to  the  persons  named  on  the  tax 
returns  and  mailed  to  the  addresses  indicated  on  the  tax 
returns.  The  checks  were  then  obtained,  as  here,  by 
the  defrauder  in  an  unexplained  manner.  He  there- 
upon endorsed  each  of  the  checks  in  the  name  of  the 
payee  and  added  a  second  fictitious  endorsement  on 
all  but  three  of  the  checks  before  depositing  them  in 
various  bank  accounts.  The  majority,  in  reversing 
the  district! judgment  which  had  deemed  National 
Metropolitan  Bank  to  be  controlling,  held  that  the 
United  States  must  have  intended  Howard  to  be  the 
I)ayee  ])ecause  he  was  the  one  who  had  submitted  the 
papers  on  the  basis  of  which  the  refund  checks  were 
issued  and  also  that  the  "necessity  for  unfettered  cir- 
culation of  the  Government's  negotiable  paper"  would 
forbid  placing  the  loss  on  the  banks  who  had  guaran- 
teed the  genuineness  of  prior  endorsements.  250  F.  2d 
at  118.    Judge  Rives  dissented.    It  is  our  position  that 
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Atlantic  National  Bank  was  incorrectly  decided  and 
should  not  be  followed  by  this  Court. 


The  Rule  of  National  Metropolitan  Bank  v.  United  States,  323 
U.  S.  454,  Is  Controlling  and  Requires  a  Reversal  of  the 
Judgments   Below 

The  decision  below,  in  holding  that  the  endorsements 
of  the  payees'  names  were  not  forgeries,  is  inconsistent 
with  the  controlling  decision  of  the  Supreme  Court 
in  National  Metropolitan  Bank  v.  United  States,  323 
U.S.  454  (1945),  and  the  decisions  in  the  Courts  of 
Appeals  for  the  District  of  Columbia  and  Second 
Circuits  in  Washington  Loan  c&  Trust  Co.  v.  United 
States,  134  F.  2d  59  (C.A.D.C,  1943),  and  Onondaga 
County  Savings  Bank  v.  United  States,  6'4  Fed.  703 
(C.A.  2,  1894).  These  cases  have  clearly  established  as 
the  federal  rule  that  where  the  Government  is  induced 
by  fraud  to  issue  a  check  to  a  fictitious  or  nonexistent 
payee  or  to  a  real  person  who  has  no  knowledge  of  the 
fraud,  and  the  endorsement  in  the  name  of  the  desig- 
nated payee  is  made  by  the  person  fraudulently  induc- 
ing the  issuance  of  the  check,  the  endorsers  will  not  be 
relieved  of  their  contracts  guaranteeing  the  genuineness 
of  prior  endorsements  solely  on  the  ground  that  the 
issuance  of  the  check  was  procured  through  fraudulent 
devices  which  the  drawer  had  failed  to  detect  prior  to 
the  issuance  and  delivery  of  the  check.  While  we 
I'ecognize  that  recovery  may  be  precluded  when  the 
Government's  negligence  is  of  an  affirmative  character 
and  directly  affects  the  conduct  of  the  cashing  or  pre- 
senting bank,  there  is  here  neither  claim  nor  showing 
that  appellees  were  induced  by  any  conduct  of  the 
United  States,  other  than  by  the  issuance  of  the  checks, 
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to  present  the  checks  and  collect  the  proceeds  and  turn 
them  over.  But,  as  previously  noted,  the  Fifth  Circuit 
in  the  Atlantic  National  Bank  case,  which  is  indis- 
tinguishable on  its  facts  from  the  present  case,  stated 
that  the  'National  Metropolitan  Bank  case  was  not  at 
variance  with  its  decision  for  the  reasons  given  in  its 
earlier  opinion  in  United  States  v.  C ontinental- Ameri- 
can Bank  &  Trust  Co.,  175  F.  2d  271,  certiorari  denied, 
338  U.S.  870  (1949).  There  the  court  had  ruled  that, 
for  the  purpose  of  determining  whether  an  impostor's 
endorsements  of  the  i3ayee's  name  were  forgeries  or  not, 
"[t]he  real  question  [was]  whether  these  signatures 
are  forgeries,  or  mere  steps  in  a  fraud"  (175  F.  2d  at 
272),  and  had  concluded  that  the  National  Metropolitan 
Bank  case  involved  forgeries,  ignoring  the  fact  that  the 
checks  in  that  case  had  been  issued  as  a  result  of  the 
fraud  of  the  person  who  forged  the  signatures  of  the 
payees'  names.  And  although  the  United  States  in  the 
Atlantic  National  Bank  case  also  relied  on  the  Wash- 
ington Loan  d  Trust  Co.  and  Onondaga  County  Sav- 
ings Bank  cases,  supra,  the  opinion  did  not  attempt  to 
distinguish  those  cases.  We  believe  that  an  examina- 
tion of  the  facts  in  the  cases  rejected,  explicitly  or  by 
silence,  as  controlling  by  the  Fifth  Circuit  and  neces- 
sarily by  the  court  below,  as  well  as  of  the  policy  sup- 
porting their  results,  leaves  no  doubt  but  that  the  rule 
of  those  cases  is  controlling  here  and  requires  a  reversal 
of  the  decision  below. 

A.  The  Decisions  in  National  Metropolitan  Bank 
and  Belated  Cases. 

In  National  Metropolitan  Bank  v.  United  States,  323 
U.S.  454  (1945),  the  action  was  brought  by  the  United 
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States  to  recover  the  sum  of  payments  made  upon  144 
Government    checks.      The    facts,    which    were    fully 
stated  in  the  Court  of  Appeals  opinion  at  142  F.  2d 
474-475,  show  that  the  checks  were  issued  as  a  result 
of  the  fraud   of  James  H.   Foley,   a   civilian   clerk 
in  the  Headquarters  office  of  the  Paymaster  of  the 
United  States  Marine  Corps  in  Washington,   D.  C. 
He  was  assigned  to  prepare  officers'  pay  and  mile- 
age vouchers,  to  prepare  checks  in  pajanent  thereof, 
to   present    the    checks   for   signature    by    the    Pay- 
master or  other  disbursing  officers  duly  authorized  to 
draw  checks  on  the  Treasury,  and  to  deliver  the  signed 
checks   to   the   named   payees.    During   a   period   of 
twenty-eight  months,   Foley   forged   pay   and   travel 
mileage  vouchers,   together  with  the   necessary  sup- 
porting  travel   orders,    and   prepared   144   Treasury 
checks  for  payment   of  the   amounts   of  the   forged 
vouchers   and   orders.      In   the   ordinary   course,   he 
presented  the  checks  to  the  Paymaster,  who  signed 
them.    All  were  payable  to  one  or  another  of  sixteen 
actually  existing  Marine  officers  stationed  in  Washing- 
ton, none  of  whom  was  entitled  to  the  proceeds  of  the 
checks  or  had  any  knowledge  of  the  fraud.    The  signed 
checks  were  returned  to  Foley  for  distribution  to  the 
several  officers,  but  Foley,  instead  of  delivering  the 
checks,  forged  the  signatures  of  the  payees,  added  his 
o\\Ti  name  as  second  endorser,  and  cashed  or  depos- 
ited them  with  the  Anacostia  Bank  of  Anacostia,  Dis- 
trict of  Columbia.    That  Bank  made  no  investigation 
of  the  genuineness  of  the  payees'  signatures,  but  took 
the  checks  in  reliance  on  Foley,  stamped  them  Avith  the 
endorsement— "Pay  to  the   order   of   any   Bank   for 
collection."    The  presenting  bank  likewise  so  endorsed 
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the  checks,  presented  them  to  the  Treasury  and  re- 
ceived payment.  The  Supreme  Court,  affirming  the 
decision  of  the  Court  of  Appeals  for  the  District  of 
Columbia  at  142  F.  2d  474,  held  that  the  negligence  of 
the  drawer-drawee  in  failing  to  discover  fraud  prior 
to  the  issuance  of  the  checks  did  not  absolve  the  guaran- 
tor of  prior  endorsemen^from  liability  in  cases  where 
the  prior  endorsements  have  been  forged.  In  reaching 
this  result  the  Court  said  (323  U.S.  at  458) : 

There  is  nothing  here  to  support  the  petitioner's 
contention  that  the  government's  conduct  in  issuing 
the  checks  prompted  it  to  guarantee  the  payee's 
endorsement.  Such  a  guarantee  no  more  results 
from  the  issuance  of  government  checks  than  any 
other  checks.  Grovernment  regulations  concern- 
ing payment  of  its  commercial  paper  jDoint  the 
other  way.  Treasury  Regulations  have  made 
guarantee  of  prior  endorsements  a  prerequisite  to 
payment.  31  C.F.R.  202.33.  This  guaranty  was  a 
protection  which  the  government  sought  not  only 
as  to  checks  which  were  issued  in  due  course  for  a 
valuable  consideration,  but  as  to  checks  which 
might  have  been  irregularly  issued.  That  the  ad- 
ministrative officers  failed  fully  to  perform  their 
duty  is  no  reason  why  the  government  should  be 
deprived  of  the  advantage  of  a  guarantee  indepen- 
dently made  by  one  who  was  not  under  compulsion 
of  any  kind  to  make  it.  No  equitable  principles 
require  that  one  who,  for  his  own  reasons,  guar- 
antees a  payee 's  signature  after  issuance  of  a  check, 
shall  be  relieved  of  his  voluntarily  assumed  obliga- 
tion  because   others   who   owed   the   government 


16 

obligations    had    previously    defaulted    in    their 
obligations. 

In  Washington  Loan  &  Trust  Co.  v.  United  States, 
134  P.  2d  59  (C.A.D.C.,  1943),  the  United  States  sued 
to  recover  the  amount  paid  to  defendant  banks  on  1072 
Treasury  checks  which  had  been  issued  as  the  result 
of  a  fraudulent  scheme  perpetrated  by  a  person  named 
Stitely,  who  was  chief  of  the  voucher  unit  of  the 
accounts  section  of  the  Park  Service.  It  was  his  duty 
to  prepare  bi-monthly  payroll  vouchers  in  the  names  of 
employees  of  the  Service,  present  them  to  the  disburs- 
ing officers  and  receive  and  distribute  the  checks  pay- 
able to  such  employees.  Por  four  years  Stitely  made 
up  fraudulent  payroll  vouchers  for  fictitious  and  non- 
existent employees  of  an  imaginary  Civilian  Conserva- 
tion Camp.  These  he  took  to  the  office  of  the  Chief  of 
Pinance  each  pay  day  and  received  checks  payable  to 
the  persons  on  the  legitimate  and  also  on  the  fraudulent 
payrolls.  The  checks  on  the  fraudulent  payrolls  he  re- 
tained, forged  the  signatures  of  the  payees  and  cashed 
or  deposited  them  to  his  account  in  one  of  the  banks, 
defendants  in  the  suit.  In  the  course  of  its  decision 
in  favor  of  the  United  States,  the  court  expressly  held 
that  the  case  did  not  fall  within  the  impostor  rule. 
While  the  Supreme  Court  made  no  reference  to  the 
impostor  rule  in  the  National  Metropolitan  Bank  case, 
it  should  be  observed  that  the  Court  of  Appeals  decision 
affirmed  in  that  case  expressly  followed  its  earlier 
decision  in  Wasliington  Loan  dt  Trust  Co.,  including 
the  holding  with  respect  to  the  inapplicability  of  the 
impostor  rule.  142  P.  2d  474,  475-476. 

In  Onondaga  County  Savings  Bank  v.  United  States, 
64  Ped.  703  (C.A.  2,  1894),  the  Government  sued  to 
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recover  the  amount  paid  out  on  several  fraudulently 
procured  pension  drafts.  A  pension  certificate  was 
issued  and  sent  to  Alma  Wood  although  she  had  died 
several  weeks  earlier.  Soon  thereafter  vouchers,  pur- 
porting to  be  signed  by  Alma  Wood  and  accompanied 
by  fraudulent  affidavits  and  certificates,  were  submitted 
and  the  drafts  were  issued  on  the  basis  of  the  proofs 
containing  the  forged  signatures  of  Alma  Wood.  Alma 
Wood's  endorsement  as  payee  was  then  forged  on  the 
drafts  in  the  same  handwriting  as  that  which  appeared 
on  the  proofs  upon  which  the  pension  agent  had  issued 
the  drafts.  The  defendant  bank  cashed  the  drafts  for 
Sylvester  Wood,  her  husband,  who  added  his  name  as 
a  second  endorsement.  In  making  this  payment,  the 
bank  relied  on  the  identification  of  Sylvester  Wood  and 
of  the  signature  of  ''Alma  Wood"  by  one  of  the  bank's 
depositors  who  accompanied  Sylvester  Wood  to  the 
bank  and  was  personally  known  to  the  officers  of  the 
bank.  In  holding  for  the  United  States,  the  court 
stated  (64  Fed.  at  704-705) : 

*  *  *  The  government  had  a  right  to  rely  upon 
the  fact  that  the  assistant  treasurer  would  pay  out 
no  money  on  the  draft  except  to  Alma  Wood  per- 
sonally, upon  proof  of  her  identity,  or  to  some 
responsible  person  presenting  her  indorsement  and 
gauranteeing  its  genuineness ;  and  it  is  no  defense 
to  a  claim  that  an  indorsee  who  has,  by  a  forged 
indorsement,  received  from  the  drawee  money  to 
which  he  is  not  entitled,  shall  refund  the  same,  to 
show  that  the  same  person  who  deceived  him  into 
paying  money  on  the  forged  indorsement  of  the 
draft  also  induced  the  government  to  issue  the 
draft  on  a  forged  signature  to  the  voucher. 


IS 

On  the  back  of  the  drafts  was  XDrinted  the  fol- 
lowing notice: 

"The  iDayee's  indorsement  on  this  check  must 
correspond  with  the  signature  to  the  voucher  for 
which  the  check  was  given.  If  the  payee  cannot 
wi^ite,  his  or  her  mark  should  be  witnessed,  and 
the  witness  state  his  or  her  residence  in  full/ ' 

It  is  contended  that  the  effect  of  this  is  to  make 
the  draft  payable,  not  to  the  individual  named  as 
I)ayee,  but  to  whoever  might  indorse  it  with  the 
same  signature  as  that  affixed  to  the  vouchers. 
There  is  no  force  in  this  contention.  The  notice 
was,  as  the  district  judge  held,  intended  only  to 
insure  greater  accuracy  and  precision,  and  was  for 
the  benefit  of  all  who  might  thereafter  deal  with  the 
drafts.  The  requirement  that  Alma  Wood  should 
indorse  the  di-afts  with  the  same  signature  with 
which  she  signed  the  vouchers  did  not  operate  to 
change  the  designation  of  the  payee.  It  was  still 
the  ''order"  of  Alma  TVood,  and  of  Ahna  Wood 
only,  which  was  required  to  authorize  the  pa;sTQent 
of  the  money  to  any  one  other  than  herself.  More- 
over, it  in  no  way  misled  or  deceived  the  bank, 
which  made  no  effort  to  ascertain  whether  or  not 
the  signature  corresponded,  but  cashed  the  drafts 
on  the  simple  assurance  of  its  depositor  that  the 
signature  of  Ahna  Wood  was  correct. 

The  Onondaga  case  was  cited  with  the  approval  by  the 
Supreme  Court  in  United  States  v.  National  Exchange 
BanJc  of  Providence,  214  U.S.  302  (1909).** 


-  The  Xational  Exchange  Bank  of  Providence  case,  which  was 
expressly  followed  and  adhered  to  by  the  Supreme  Court  in  the 
Xational  Metropolitan  Bank,  also  gives  support  for  the  proposition 
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These  cases  have  established  a  federal  rule  which  is 
dispositive  here.  The  great  majority  of  state  court 
decisions  have  also  permitted  the  drawer  to  recover 
where,  unknown  to  the  drawer,  endorsements  of  the 
payee's  name  have  been  made  by  the  persons  caus- 
ing the  checks  to  be  drawn  pursuant  to  false  claims 
or  payrolls  and  no  acts  of  the  drawer  could  have 
deceived  the  cashing  party  as  to  the  identity  of  the 
payee.  E.g.,  Los  Angeles  Investment  Co.  \.  Home 
Savings  Bank,  180  Cal.  601,  182  P.  293  (1919)  ;  United 
States  Cold  Storage  Co.  v.  Central  Manufacturing  Dis- 
trict Bank,  343  111.  503,  175  N.E.  825  (1931) ;  Mc- 
Cornack  v.  Central  State  Bank,  203  Iowa  833,  211  N.W. 
542  (1926) ;  Jordan  Marsh  Co.  v.  National  Sliawmut 
Bank,  201  Mass.  397,  87  N.E.  740  (1909)  ;  City  of  St. 
Paid  V.  Merchants  National  Bank,  151  Minn.  485,  187 
N.W.  516  (1922) ;  American  Sash  c&  Door  Co.  v.  Com- 

that  a  guarantor  of  prior  endorsements  will  not  be  relieved  of  its 
obligation  solely  on  the  ground  that  checks  are  cashed  for  the  person 
who  had  also  induced  the  Government  to  issue  the  checks  by  means 
of  fraudulent  devices.  In  that  case,  the  issuance  of  194  Government 
pension  checks  to  some  existing  payees  not  entitled  to  pensions  and 
some  dead  payees  was  procured  during  a  period  of  about  ten  years 
by  means  of  fraudulent  vouchers  which  were  accepted  as  genuine 
by  the  Government,  although  its  records  would  unquestionably 
have  permitted  discovery  of  the  frauds  at  some  point  short  of  the 
ten  years.  The  signatures  on  all  of  the  vouchers  were  forged. 
Thereafter,  the  endorsements  of  the  payees  were  forged  on  each 
check,  presumably  by  a  William  A.  Munson,  and  the  checks  were 
regularly  cashed  by  the  National  Exchange  Bank  of  Providence, 
which  forwarded  them  for  collection.  AYhile  the  record  shows  only 
that  all  the  signatures  on  both  the  vouchers  and  the  checks  were 
forged  and  not  that  the  same  person  made  all  the  forgeries,  a  logical 
inference  would  seem  to  be  that  the  person  who  obtained  and  cashed 
the  checks  had  also  prepared  the  fraudulent  vouchers.  The  Supreme 
Court,  in  directing  a  judgment  in  favor  of  the  United  States,  held, 
inter  alia,  that  negligence  in  the  issuance  of  the  checks  or  in  dis- 
covery of  the  fraud  was  not  a  defense  which  the  bank  could 
interpose. 
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merce  Trust  Co.,  332  Mo.  98,  56  S.  W.  2d  1034  (1933)  ; 
Fitzgihhons  Boiler  Co.  v.  National  City  Bank,  287  N.Y. 
326,  39  N.E.  2d  897  (1942)  ;  City  of  New  York  v.  Bronx 
County  Trust  Co.,  261  N.Y.  64,  184  N.E.  495  (1933)  ; 
Strang  v.  Westchester  County  National  Bank,  235  N.Y. 
68, 138  N.E.  739  (1923)  ;  Shipman  v.  Bank  of  the  State 
of  New  York,  126  N.Y.  318,  27  N.E.  371  (1891)  ;  Com- 
monwealth V.  Glohe  Indemnity  Co.,  323  Pa.  261, 185  Atl. 
796  (1936) ;  see  Britton,  Bills  and  Notes  (1943),  pp. 
703-709;  Note,  99  A.L.R.  439;  Contra:  C.  E.  Erickson 
Co.  V.  Iowa  National  Bank,  211  Iowa  495,  230  N.W.  342 
(1930)  ;  Defiance  Lumber  Co.  v.  Bank  of  California, 
180  Wash.  533,  41  P.  2d  135  (1935).  While  the  appli- 
cability of  the  impostor  rule  has  not  been  frequently 
raised  or  discussed  in  these  cases,  the  contention  was 
specifically  rejected  in  C ommomvealth  v.  Globe  In- 
demnity Co.,  supra.  There  a  clerk  in  a  department  of 
the  Commonwealth  of  Pennsylvania  handling  claims 
for  condemnation  of  tubercular  cattle  and  a  confeder- 
ate, not  employed  by  the  state,  fabricated  papers  show- 
ing amounts  due  to  various  fictitious  persons,  the  false 
vouchers  being  prepared  by  the  confederate.  The  clerk 
placed  the  false  papers  v/ith  valid  records  and  the  fraud 
was  not  discovered  by  the  auditor  general  or  state 
treasurer  or  any  other  official  as  the  records  moved 
from  the  department  of  origin  to  fiscal  officers  who  drew 
the  checks,  which  were  then  mailed  to  the  post  office  ad- 
dresses stated  in  the  papers.  In  this  way,  the  swindlers 
procured  the  issuance  of  116  checks.  After  obtaining 
them  from  the  mails  by  means  not  shown,  as  is  true  in 
these  cases,  they  endorsed  the  checks  in  the  names  of  the 
payees.  The  court  stated  (323  Pa.  at  270,  185  Atl. 
at  800) : 
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It  is  also  obvious  from  what  has  been  said  that 
the  cases  of  impersonation,  the  so-called  impostor 
cases,  do  not  help  ajipellant.  They  depend  on  the 
drawer's  intention,  a  test  applied  by  the  weight  of 
authority;  the  drawer  is  precluded  (section  23)  by 
that.  If  a  particular  person  is  intended  and  desig- 
nated as  payee,  it  is  immaterial  to  the  drawer  by 
what  name  he  is  called ;  he  may  endorse  and  pay- 
ment to  him  will  be  good  (as  was  decided  in  Land 
Title  c5  Tr.  Co.  v.  Northwestern  Nat.  Bank,  196  Pa. 
230,  46  A.  420)  because  such  payment  accords  with 
the  drawer's  intention.  But  if  any  intention  may 
be  attributed  to  the  Commonwealth  in  drawing  and 
mailing  the  checks  involved  in  this  case,  it  is 
limited  by  what  was  stated  on  the  check  and  by 
mailing  it ;  there  was  here  no  additional  evidence  of 
intention  such  as  handing  the  check  to  the  person 
intended  as,  for  example,  in  La7id  Title  &  Tr.  Co.'s 
case,  which  precluded  the  drawer  from  asserting 
that  it  intended  the  payee  to  be  the  person  who 
owned  the  property  and  not  the  person  who  was 
present  at  the  settlement,  answering  to  the  name 
of  and  claiming  to  be  the  owner. 

Thus,  the  court  which  decided  Land  Title  and  Trust 
Co.  V.  Northwestern  National  Bank,  196  Pa.  230,  46  Atl. 
420  (1900),  a  leading  case  on  the  impostor  rule,^  held 
the  rule  inapplicable  to  facts  indistinguishable  from 
those  in  the  present  cases. 


See  p.  31,  injra. 


B.  The  Policy  of  the  National  Metropolitan  Banh 
Case  Has  Application  to  the  Facts  of  the  Present  Cases. 

Strong  considerations  of  policy  support«i  the  almost 
universal  rule,  whicli  was  followed  by  the  Supreme 
Court  in  the  National  Metropolitan  Bank  case,  that  the 
drawer  owes  no  duty  to  protect  one  who  voluntarily 
cashes  a  check  against  the  forgery  of  the  payee's  sig- 
nature and  consequently  that  the  one  cashing  a  check 
will  not  be  relieved  of  his  guarantee  of  prior  endorse- 
ments on  the  sole  ground  that  the  check  was  fraudu- 
lently procured  from  the  drawer  by  the  forger.    No  one 
is  compelled  to  cash  a  check  or  to  accept  an  endorse- 
ment.   The  endorsee  who  does  not  know  the  payee  and 
is  not  satisfied  with  the  genuineness  of  the  endorsement 
can,  and  usually  will,  decline  to  accept  it  or  to  pay  out 
money  on  the  strength  of  it.    Similarly,  where  a  check 
is  submitted  to  a  bank  for  cashing  by  an  alleged  en- 
dorsee of  the  payee  (as  in  the  cases  at  bar),  the  bank 
is  not  required  to  cash  the  check ;  if  it  does,  it  relies  not 
upon  any  representations  which  could  be  derived  from 
the  fact  of  the  check's  issuance,  but  upon  the  responsi- 
bility and  integrity  of  the  person  tendering  the  instru- 
ment to  it.     Checks  are  not  likely  to  be  cashed  for  an 
unidentified  stranger,  regardless  of  the  reputability  of 
the  other  names  on  the  paper  as  drawer  or  payee.    And 
conversely,  checks  drawn  by  an  unknown  maker  upon 
an  unknown  drawee  and  endorsed  by  an  unknown  payee 
will  readily  be  accepted  by  banks  which  know  and  are 
willing  to  rely  upon  the  person  who  tenders  and  en- 
dorses the  check  for  deposit  or  cash.    For  these  reasons, 
one  who  pays  out  money  on  a  check  is  not  concerned 
mth  the  circumstances  of  its  issuance  which  are  not 
known  to  him,  nor  with  what  precaution  against  for- 


23 

geries  the  drawer  may  have  taken  before  or  after  emit- 
ting the  check.  If  the  payee's  endorsement  is  forged 
and  loss  occurs,  it  is  the  "neglect  or  error"  of  the  cash- 
ing or  collecting  bank  in  "accepting  the  forger's  signa- 
ture which  occasions  the  loss,"  Clearfield  Trust  Co.  v. 
United  States,  318  U.S.  363,  370  (1943),  unless  the 
drawer's  lack  of  precaution  has  made  it  impossible,  as 
a  practical  matter,  for  the  bank  to  discover  the  forgery. 

Were  a  contrary  rule  to  obtain,  facts  unknown  to  a 
cashing  bank  and  upon  which  it  did  not  and  could  not 
rely  would  enable  it  to  evade  the  expected  result  of  its 
mistaken  reliance  upon  the  integrity  or  responsibility 
of  those  mth  whom  it  deals.  If  a  check  payable  to  the 
order  of  a  named  payee  is  stolen  or  lost  and  the  endorse- 
ment forged,  the  loss  unquestionably  falls  upon  him 
who  accei^ts  the  endorsement  and  thereafter  negotiates 
the  paper  or  collects  it.  As  long  as  the  conduct  of  the 
drawer  could  not  mislead  the  casher,  the  situation  is 
outwardly  no  different  where  the  issuance  of  a  check  is 
procured  by  fraud  and  the  payee 's  signature  is  forged ; 
m  both  cases  the  drawer's  direction  that  the  drawee 
should  pay  to  the  order  of  a  designated  person,  or  the 
drawer-drawee's  intention  so  to  pay,  has  not  been  satis- 
fied. Moreover,  to  give  the  cashing  bank  the  benefit  of 
circumstances  which  had  no  bearing  upon  the  bank's 
election  to  accept  the  check  would  merely  bestow  a 
windfall  upon  it.  It  could  not  count  on  the  defense  of 
the  drawer's  failure  to  adopt  adequate  precautions; 
hence  the  bank  would  have  to  take  identical  precautions 
in  all  cases — i.e.,  to  satisfy  itself  of  the  responsibility 
of  the  tenderer  of  the  check,  or  to  identify  the  payee's 
signature.    If  the  checks  should  later  prove  to  involve 
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some  negligence  on  the  part  of  the  drawer,  the  cashing 
bank  would  unfairly  be  afforded  the  benefit  of  some- 
tliing  which  was  of  no  concern  to  it  and  which  could  not 
have  been  taken  into  account  when  it  accepted  the  check. 
The  rule  of  National  Metropolitan  Bank  recognizes 
the  fact  that  drawer  would  be  unwilling  to  risk  the  free 
use  of  checks  if  the  result  of  any  negligence,  however 
slight,  were  to  relieve  the  person  accepting  an  endorsed 
check  and  pa}dng  out  cash  thereon  of  the  responsibility 
to  ascertain  at  his  peril  that  the  endorsements  are 
genuine.  The  considerations  supporting  this  belief 
were  excellently  sunnned  up  by  the  Court  of  Appeals  of 
New  York  in  Gallo  v.  Brooklyn  Savings  Bank,  199  N.Y. 
222,  226,  92  N.E.  633,  634  (1910)  : 

*  *  *  Corporations,  some  of  them  numbering  their 
stockholders  by  thousands,  and  usually  ignorant 
of  their  identity  and  signatures,  pay  their  divi- 
dends by  checks  to  the  orders  of  the  various  stock- 
holders, transmitted  by  mail,  relying  on  their  right 
to  reclamation  from  the  banks  in  case  the  checks 
have  been  indorsed  or  collected  by  persons  not 
entitled  thereto.  So,  also,  a  person  ^ill  send  by 
post  to  the  most  distant  part  of  the  country  his 
check  to  the  order  of  another  person  to  whom  he 
wishes  to  pay  or  transfer  money,  confident  in  the 
knowledge  that  the  abstraction  of  the  check  can 
entail  no  loss  on  him.  On  the  continent  of  Europe 
a  different  rule  prevails,  and  pajnnent  by  the 
drawee  to  a  party  presenting  the  same,  of  a  bill 
dra\\^i  to  order,  is  valid,  even  though  the  indorse- 
ment is  forged,  provided  the  drawee  acts  in  good 
faith  and  without  negligence.  In  England  the 
common-law  rule  prevailed  as  to  bills  (but  not  as 
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to  checks)  until  the  Bills  of  Exchange  Act  of  1882, 
which  adopted  the  continental  rule  as  to  sight  bills, 
but  not  as  to  time  bills,  though  a  limited  protection 
against  forgery  of  the  name  of  the  payee  may  be 
had  by  ''crossing".  Such  a  rule  would  render  the 
present  business  methods  of  this  country  impos- 
sible. Although  at  times  banks  have  complained 
of  the  harshness  of  our  rule,  and  in  some  instances 
while  acting  in  good  faith  have  been  subjected  to 
severe  loss  (Shipman  v.  Bank  of  the  State  of  N.Y., 
126  N.Y.  318,  27  N.E.  371,  12  L.R.A.  791,  22  Am. 
St.  Rep.  821),  as  a  result  of  this  rule  banks  are  used 
by  all  classes  of  our  people  for  the  deposit  of  funds 
and  payment  is  made  by  check  to  an  extent  un- 
known elsewhere.  Of  course  a  party  entitled  to  the 
receipt  of  money  may  insist  upon  its  payment  in 
cash  and  not  by  check.^° 

The  foregoing  considerations  are  fully  applicable  to 
the  present  cases.  It  is  apparent  that  the  appellee  banks 
in  cashing  the  checks  did  not  rely  upon  any  representa- 
tions as  to  the  identity  of  the  payees  which  might  have 
been  derived  from  the  fact  that  the  checks  had  been 
issued  and  delivered  to  the  named  person  since  with 
respect  to  each  check  a  second  endorsement  had  been 


^^  In  this  respect  it  should  be  noted  that,  according  to  informa- 
tion received  from  that  Treasury,  the  United  States  cashed  ap- 
proximately 38  million  refund  checks  in  the  fiscal  year  1949  (when 
the  checks  here  involved  were  paid)  and  36  million  such  checks  in 
fiscal  year  1958.  The  volume  of  refund  checks  and  the  obvious 
desirability  of  making  speedy  payments  to  the  taxpayers,  show 
that  the  Treasury  would  be  faced  with  an  impossible  task  if,  prior 
to  issuing  each  refund  check,  it  attempted  to  determine  the  existence 
of  each  payee  because  it  could  not  rely  on  persons  cashing  such 
checks  to  seek  proper  identification  from  alleged  payees. 
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added  when  the  instrument  was  tendered  for  payment. 
Though  appellee  banks  do  not  seem  to  be  in  any  position 
to  assert  the  possible  rights  of  any  prior  endorsers  who 
may  have  taken  the  checks  in  good  faith  reliance  on 
a  defrauder's  endorsement  of  payee's  name  only/^  it 
is  not  amiss  to  point  out  that  there  is  nothing  in  the 
record  to  suggest  that  such  endorsers  were,  or  could 
have  been,  misled  by  the  United  States  as  to  the  iden- 
tity of  the  payees.  If  the  disbursing  agent  had  been 
asked  to  identify  the  physical  person  claiming  to  be 
any  one  of  the  named  payees,  he  would  have  been 
unable  to  do  so  inasmuch  as  his  knowledge  about  the 
payee  was  limited  to  the  information  that  appeared  on 
the  fraudulent  tax  return — namely,  the  payee's  name 
and  address  as  it  appeared  on  the  face  of  the  check  and 
also  the  name  and  address  of  the  supposed  employer 
(R.  28-29,  R'.  20) .  And  since  it  is  not  suggested  that  the 
assumption  of  the  payees'  names  by  one  of  the  conspira- 
tors was  manifested  by  any  acts  other  than  the  unwit- 
nessed signing  of  the  fraudulent  income  tax  returns  and 
the  endorsement  of  the  checks  in  the  names  of  the 
payees,  the  ability  of  those  cashing  the  checks  to 
identify  the  ]Dayees  in  these  cases  upon  the  basis  of 
information  furnished  by  the  Government  was  no 
greater  here  than  in  the  National  Metropolitan  Bank 
case. 

While  we  have  no  quarrel  with  the  general  propo- 
sition stated  by  the  Atlantic  National  Bank  case  that 
"it  subjects  banks  to  unreasonable  burdens  against 


^^As  noted  above,  p.  4,  on  at  least  54  of  the  58  checks  cashed 
by  the  Security-First  National  Bank  and  on  at  least  3  of  the  7 
checks  cashed  by  the  Bank  of  America,  one  of  the  conspirators 
added  a  second  endorsement  which  was  genuine  and  upon  which  the 
banks  necessarily  relied  in  cashing  the  checks. 
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which  they  could  not  reasonably  protect  themselves 
short  of  a  complete  embargo  on  Government  checks  to 
hold  them  not  only  to  a  guarantee  that  an  existing 
person  named  and  intended  as  payee  has  signed  the 
endorsement,  but  that  the  very  person  named  and  in 
that  name  and  no  other,  had  a  just  claim  against  the 
Government  for  which  the  check  was  issued"  (250  F. 
2d  at  118)  and  believe  that  it  suggests  the  basic  policy 
for  the  impostor  rule,^^  it  does  not  afford  a  basis  for 
ignoring  the  result  and  policy  of  the  National  Metro- 
politan Bank  case  in  these  cases  or  in  the  Atlantic 
National  Bank  case  since,  unless  the  conduct  of  the 
drawer  either  misleads,  or  at  least  might  have  misled, 
the  banks  into  cashing  a  check  for  a  defrauder,  the  bur- 
den on  the  banks,  as  we  have  shown,  is  no  greater  here 
than  in  National  Metropolitan  Bank}^ 


^^  See  discussion,  pp.  35-46,  injra. 

^■^  It  is  not  significant  that  here  the  names  of  the  payees  were 
fictitious  or  nonexistent  while  in  the  National  Metropolitan  Bank 
case  the  names  of  hving  persons  not  entitled  to  reimbursement  and 
without  knowledge  of  the  fraud  were  used.  For,  as  is  stated  in 
Brannan's  Negotiable  Instruments  Law  (7th  ed.,  1948,  at  pp.  334- 
335): 

*  *  *  when  a  maker  believes  that  the  payee  is  a  real  person, 
even  if  his  signing  and  putting  into  circulation  the  instrument 
payable  to  a  fictitious  or  nonexisting  payee  is  held  to  be  an 
admission  that  the  payee  is  a  real  person,  this  does  not  show 
that  the  maker  expects  and  intends  the  instrument  to  pass  as 
if  made  to  bearer.  Quite  the  contrary,  he  intends  it  to  pass  only 
by  endorsement,  and  if  there  is  no  such  person  as  the  payee, 
it  simply  can  not  pass  at  all.  Any  other  rule  is  illogical  and 
unjust,  for  the  j^erson  taking  an  instrument  purporting  to  be 
payable  to  a  person  without  indorsement  is  not  entitled  lo 
consideration,  and  if  it  is  indorsed  by  some  one  in  the  name 
of  the  fictitious  or  nonexisting  i)erson  the  loss  to  the  buyer  of 
such  an  instrument  is  not  due  to  the  fact  that  the  payee  is 
fictitious  or  nonexisting,  but  to  the  fact  that  the  instrument 
is  indorsed  by  someone  who  is  not  authorized  to  indorse  it, 
either  by  the  maker  or  by  the  terras  of  the  instrument,  and  the 
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II 

The  Impostor  Rule  Is  Not  Applicable  to  the  Present  Facts 

While  the  so-called  "impostor  rule"  may  in  some 
cases  justify  placing  the  loss  resulting  from  successive 
frauds  on  the  drawer,  it  is  our  position  that  neither 
precedent  nor  reason  call  for  its  application  to  facts  of 
these  cases.  Particularly  in  view  of  the  Fifth  Circuit's 
decision  in  the  Atlantic  National  Bank  case  applying 
the  impostor  rule  to  an  almost  identical  fact  situation, 
the  rationale  and  scope  of  that  so-called  "rule"  must 
be  examined  in  detail.  Since  Security-First  National 
Bank  v.  United  States,  103  F.  2d  188  (C.A.  9,  1939), 
the  only  case  involving  the  imjDostor  rule  decided  by 
this  Court,  was  expressly  based  on  the  law  of  Cali- 
fornia, rather  than  on  federal  law,^^  this  Court  is  free 
to  examine  the  impostor  rule  critically  and  to  determine 
when  and  for  what  reasons  it  should  be  applied  as  a 
matter  of  federal  law.^^ 

The  impostor  rule  stands  for  the  proposition  that 
where  the  drawer  delivers  a  negotiable  instrument  to  an 
impostor  as  payee,  supposing  that  the  impostor  is  the 

indorsee  is  in  such  a  case  no  worse  off  than  in  the  case  of  the 
forgerj'  of  the  indorsement  of  the  name  of  a  real  person. 

Acceptance  of  this  principle  by  the  courts  is  illustrated  by  the 
Washington  Loan  &  Trust  Co.  case  where  the  names  of  all  of  the 
payees  were  fictitious  or  nonexistent. 

^■*  In  1943,  the  Supreme  Court  in  Clearfield  Tnist  Co.  v.  United 
States,  318  U.S.  363  (1943)  held  that  the  rights  and  obligations  of 
the  United  States  on  commercial  paper  issued  by  it  must  be  deter- 
mined on  the  basis  of  federal,  not  state  law,  and  thereby  resolved 
the  conflict  among  the  courts  of  appeals  on  that  choice  of  law 
question. 

^^  The  Supreme  Court  has  never  examined  the  impostor  rule  and, 
of  the  Courts  of  Appeals,  only  the  Fifth  and  Tenth  Circuits  have 
applied  the  rule  as  a  matter  of  federal  law. 
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person  lie  has  falsely  represented  himself  to  be,  the 
impostor's  endorsement  is  regarded  as  a  genuine  en- 
dorsement as  to  subsequent  holders  in  good  faith.  See, 
e.g.,  Security -Fir  St  National  Bank  v.  United  States, 
103  F.  2d  188,  190  (C.A.  9,  1939).  The  endorsement 
by  the  impostor  is  either  deemed  not  to  be  a  forgery  or 
else  the  drawer  is  precluded  from  asserting  the  forgery. 
These  alternative  views  stem  from  the  fact  that  at 
common  law  and  under  Section  23  of  the  Uniform 
Negotiable  Instruments  Law  '^^  a  signature  which  is 
"forged  or  made  without  authority  of  the  person  whose 
signature  it  purports  to  be"  may  not  be  wholly  "in- 
operative" but  may,  on  the  contrary,  confer  a  right 
against  a  party  to  a  negotiable  instrument  if  ' '  the  party 
against  whom  it  is  sought  to  enforce  such  right,  is  pre- 
cluded from  setting  up  the  forgery  or  want  of  au- 
thority." But,  as  recognized  by  the  Court  of  Appeals 
of  New  York,  a  ' '  distinction  between  a  case  where  there 
has  been  no  forgery  or  want  of  authority  and  a  case 
where  a  party  against  whom  it  is  sought  to  enforce  a 
right  is  'precluded  from  setting  up  the  forgery  or 
want  of  authority'  seldom  carries  any  practical  con- 
sequences; and  the  courts  may  at  times  ignore  dis- 
tinctions in  thought  which  carry  no  practical  conse- 
quences."   Cohen  v.  Lincoln  Savings  Bank,  275  N.Y. 


^^  Section    23    of    the    Uniform    Negotiable   Instruments    Law 
provides : 

When  a  signature  is  forged  or  made  without  the  authority 
of  the  person  whose  signature  it  purports  to  be,  it  is  wholly 
inoperative,  and  no  right  to  retain  the  instrument,  or  to  give  a 
discharge  therefor,  or  to  enforce  payment  thereof  against  any 
party  thereto,  can  be  acquired  through  or  under  such  signature, 
unless  the  party,  against  whom  it  is  sought  to  enforce  such 
right,  is  precluded  from  setting  up  the  forgery  or  want  of 
authority. 
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399,  404,  10  N.E.  2d  457,  459  (1937).  Thus,  in  many 
opinions,  the  question  of  whether  a  challenged  en- 
dorsement of  the  name  of  the  payee  has  been  made 
by  the  person  who  was  intended  by  the  drawer  to  be 
the  iDayee  seems  to  have  become  obscured  and  confused 
with  the  question  of  whether  a  party  against  whom  a 
right  is  asserted  is  "preclued''  from  setting  up  the  for- 
gery/'^  Indeed,  most  of  the  cases  normally  cited  for 
the  impostor  rule  have  been  based  both  on  the  ground 
that  there  was  no  forgery  and  that  the  drawer  was 
precluded  from  asserting  it/^ 

A.  The  Doctrine  of  Actual  or  Dominant  Intent  Does 
Not  Afford  a  Satisfactory  Reason  for  Application  of 
the  Impostor  Bide  and  Is  An  Unworkable  Test. 

It  has  frequently  been  said  that  the  principal  ground 
adopted  in  the  cases  supposed  to  enunciate  the  impostor 
ride  is  that  the  bank  in  paying  the  impostor  has  merely 
carried  out  the  drawer's  actual  intent.  See,  e.g.,  United 
States  V.  First  National  Bank  of  Prague,  124  F.  2d  484, 
487  (C.A.  10,  1941)  ;  Britton,  Bills  ami  Notes  (1943), 


^"  See,  e.g.,  United  States  v.  C ontinental- American  Bank  &  Tiiist 
Co.,  175  F.  2d  271,  certiorari  denied,  338  U.S.  870  (1949)  ;  Central 
National  Bank  v.  National  Metropolitan  Bank,  31  App.  D.C.  391, 
17  L.R.A.(n.s.)  520  (1908);  Montgomery  Garage  Co.  v.  Manufac- 
turers Liabilitij  Insurance  Co.,  94  N.J.L.  152,  109  Atl.  296  (1920). 

^^It  is  of  interest  to  note  that  in  United  States  v.  First  National 
Bank  of  Prague,  124  F.  2d  484  (C.A.  10,  1941),  the  court  cited  many 
of  the  same  cases  both  for  the  proposition  that  payment  to  an  im- 
postor "merely  effectuates  the  intent  of  the  drawer"  (124  F.  2d  at 
487)  and  then  for  the  estoppel  proposition  that  "as  between  two 
innocent  persons,  both  of  whom  are  victims  of  fraud,  the  burden 
must  fall  u])on  the  one  whose  negligence  first  facilitated  and  made 
possible  the  loss."  (124  F.  2d  at  488).  There  the  latter  considera- 
tion was  deemed  controlling  and  in  the  circumstances  involved  the 
United  States  prevailed  against  the  presenting  bank. 
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p.  724.  This  result  is  often  explained  by  stating  that 
the  drawer  has  a  dual  intent,  first  that  he  intends  to 
make  the  instrument  payable  to  the  impostor  with 
whom  he  deals,  either  in  person  or  by  means  of  cor- 
respondence, and  second,  that  he  also  intends  to  make 
it  payable  to  the  person  whom  he  believes  the  impostor 
to  be  and  that  the  first  intent  is  dominant.  While  it 
is  true  that  in  the  majority  of  the  so-called  impostor 
cases  the  drawer  has  suffered  the  loss  and  a  statement 
appears  that  the  drawer  intended  the  impostor  to  be 
the  payee  or  that  first  intent  was  dominant,  a  reading 
of  the  cases  shows  that,  but  with  only  a  few  exceptions, 
the  courts  have  also  advanced  a  variety  of  equitable 
considerations  in  support  of  the  result.  This  is  vividly 
illustrated  by  Land  Title  and  Trust  Co.  v.  Northwest- 
ern National  Bank,  196  Pa.  230.  46  Atl.  420  (1900), 
a  leading  impostor  case,  where  the  court  states  (196 
Pa.  at  234-235 ;  46  Atl.  at  421) : 

[The  rule  that  a  bank  is  liable  to  its  depositor 
when  it  pays  out  on  a  forged  endorsement]  should 
not  apply  when  the  check  is  issued  to  one  whom 
the  drawer  intends  to  designate  as  the  payee; 
first,  because  in  such  a  case  the  risk  is  not  the 
ordinary  risk  assumed  by  the  bank  in  its  implied 
contract  with,  its  depositor,  but  a  largely  increased 
risk,  as  it  follows  that  a  check  thus  fraudulently 
obtained  will  be  fraudulently  used;  the  bank  is 
deprived  of  the  protection  aiforded  by  the  fact 
that  a  bona  fide  holder  of  a  check  will  exercise 
care  to  preserve  it  from  loss  or  theft,  which  are  the 
ordinary  risks;  there  is  thrown  upon  the  bank 
the  risk  of  antecedent  fraud  practiced  upon  the 
drawer  of  the  check,  of  which  it  has  neither  know- 


ledge  nor  means  knowledge ;  secondly,  because  in 
such  a  case  the  intention  with  which  the  drawer 
isaed  the  check  has  been  carried  out  *  *  *. 

Moreover,  as  has  often  been  recognized,  even  by 
adherents  to  the  impostor  rule,  the  dual  intents  of  the 
drawer  are  so  inseparable  that  the  choice  of  one  intent 
as  the  dominant  one  seems  to  be  purely  arbitrary. 
KSee,  e.g.,  Dartmouth  National  Bank  of  Hanover  v. 
Keeiie  National  Bank,  99  N.H.  458,  115  A.  2d  316 
(1955)  ;  Cohen  v.  Lincoln  Savings  Bank,  275  N.Y. 
399,  407-408,  10  N.E.  2d  457,  461  (1937) ;  Abel,  The 
Impostor  Payee:  Or,  Rhode  Island  Was  Right,  1940 
Wis.  L.  Rev.  161,  362  at  228-233;  Note,  34  Harv.  L. 
Rev.  76,  77  (1920) ;  23  Cornell  L.  Q.  307,  309  (1938)  ; 
15  N.Y.U.L.  Rev.  289,  290  (1938)  ;  24  A^a.  L.  Rev.  192, 
193  (1937).  The  imsatisfactory  nature  of  the  standard 
provided  by  the  dominant  intention  criterion  was  rec- 
ognized by  both  opinions  in  the  Atlantic  National 
Bank  case.  Judge  BroT\T.i,  speaking  for  the  majority, 
stated  that  "there  is  little  to  breathe  into  the  trans- 
action [leading  to  the  issuance  of  the  tax  refund  checks] 
an  articulate  consensual  'intent'  which  would  char- 
acterize more  weighty  matters  or  those  found  in  a  more 
primitive  society."  (250  F.  2d  at  117).  Judge  Rives, 
in  his  dissent,  asserted  that  the  impostor  rule,  which 
the  majority  had  stated  in  terms  of  intent,  "introduces 
confusion,  requiring  the  ascertaimnent  of  nonexistent 
intent  and  almost  metaphysical  speculation  degenerat- 
ing into  mere  logomachy."     (250  F.  2d  at  120). 

It  is  therefore  clear  that  the  actual,  dominant  or 
subjective  intention  doctrine  does  not  provide  a  work- 
able standard  for  determining  whether  or  not  an  im- 
postor's endorsement  should  pass  title  to  a  fraudulently 
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obtained  negotiable  instrument.  Furthermore,  there  is 
no  necessity  in  the  law  of  negotiable  instruments  to  look 
beyond  the  face  of  the  instrument  for  the  purpose  of 
ascertaining  the  drawer's  intent  and,  indeed,  the  gen- 
eral practice  in  the  law  of  negotiable  instruments, 
except  in  some  of  the  impostor  cases,  has  been  to 
disregard  everything  that  does  not  appear  on  the  face 
of  the  instrument.  See  Cohen  v.  Lincoln  Savings  Bank, 
275  KY.  399,  412,  10  N.E.  2d  457,  463  (1937).  The  fact 
that  the  intent  of  the  drawer  is  frequently  derived 
solely  from  what  appears  on  the  face  of  the  instrument 
is  illustrated  by  cases  like  National  Metropolitan  Bank, 
Washington  Loan  d-  Trust  Co.,  Onondaga  County 
Savings  Bank  and  Commonwealth  v.  Globe  Indemnity 
Co.,  supra. 

Thus  searching  for  an  actual  intent,  as  opposed  to  the 
intent  which  appears  on  the  face  of  the  check,  is  not 
only  arbitrary  and  unrealistic  in  the  impostor  cases  but 
also  unnecessary.  The  most  that  can  be  said  for  the 
intention  doctrine  is  that  it  may  provide  a  "means 
of  rationalization  for  the  purpose  of  supporting  a 
desired  result [,]  *  *  *  not  the  cause  of  an  effect,"  Note, 
15  N.C.L.  Rev.  186,  188  (1937).  For  these  reasons,  we 
urge  this  Court  to  reject  the  intention  doctrine  as  a  test 
for  determining  when  the  impostor  rule  should  be 
applied. 

B.  Several  Other  Reasons  Advanced  For  the  Im- 
postor Rule  Are  Not  Acceptable  As  a  Matter  of  Federal 
Law. 

In  addition  to  the  dominant  intent  criterion,  many  of 
the  various  reasons  that  have  been  advanced,  either 
singly  or  in  conjunction  with  others,  cannot  properly 
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be  used  to  support  application  of  the  impostor  rule  as  a 
matter  of  federal  law  since  such  reasons  have  now  been 
conclusively  rejected  by  the  Supreme  Court  as  a  basis 
for  imposing  the  loss  resulting  from  successive  frauds 
on  the  drawer  in  National  Metropolitan  Bank  v.  United 
States,  323  U.S.  454  (1945),  and  United  States  v. 
National  Exchange  Bank  of  Providence,  214  U.S.  302 
(1909).  Among  the  reasons  so  advanced  which  fall  into 
this  category  are  that  by  delivering  a  check  to  an  im- 
postor, the  drawer  improperly  exposes  the  drawee  to  an 
increased  risk,  because  the  impostor  will  undoubtedly 
practice  fraud  to  induce  the  drawee  to  cash  the  check  ;^^ 
that  as  between  two  innocent  parties,  both  of  whom  are 
victims  of  fraud,  the  loss  must  fall  upon  the  one  whose 
negligence  first  made  possible  the  loss ;  ^"  and  that  by 
reason  of  the  negligence  of  the  drawer  in  allowing 
himself  to  be  deceived,  he  is  estopped  to  assert  the 
forgery.^^ 

Moreover,  the  policy  in  favor  of  free  circulation  of 
conmiercial  paper,  with  which  the  majority  in  the 
Atlantic  National  Bank  buttressed  its  intent  finding 
and  which  was  the  only  basis  for  decision  in  Dartmouth 


If 


^^  E.g.,  Land  Title  and  Trust  Co.  v.  Northwestern  National  Bank, 
196  Pa.  230,  46  Atl.  420  (1900) ;  Boatsman  v.  Stockmen's  National 
Bank,  56  Colo.  495,  138  Pac.  764  (1914)  ;  Cureton  v.  Farmers'  State 
Bank,  147  Ark.  312,  227  S.W.  423  (1921 )  ;  Uriola  v.  Twin  Falls  Bank 
&  Trust  Co.,  37  Idaho  332,  215  Pac.  1080  (1923). 

2"  E.g.,  United  States  v.  First  National  Bank  &  Trust  Co.  of  Okla- 
homa City,  17  F.  Siipp.  611  (W.D.  Okla,  1936);  United  States  v. 
National  Exchange  Bank,  45  Fed.  163  (C.C.E.D.  Wis.,  1891); 
Crippen,  Lawrence  cfc  Co.  v.  American  National  Bank,  51  Mo.  App. 
508  (1892). 

-^  E.g.,  J.  L.  Levy  &  Salomon  v.  Bank  of  America,  24  La.  Ann.  220 
(1872);  McHenry  v.  Old  Citizens  National  Bank,  85  Ohio  St.  203, 
97  N.E.  395  (1911) ;  Hoffman  v.  American  Exchange  National  Bank, 
2  Neb.  Unof.  222,  96  N.W.  112  (1902). 
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National  Bank,  supra,  cannot,  we  submit,  provide  an 
independent  basis  applying  the  impostor  rule  as  a 
matter  of  federal  law  solely  on  the  ground  that  the  first 
two  victims  of  a  fraud  should  bear  the  resulting  loss 
inasmuch  as  precisely  that  criterion  was  rejected  by 
the  Supreme  Court  in  the  National  Metropolitan  Bank 
case.  The  distinction  which  the  Fifth  Circuit  attempted 
to  draw  between  the  facts  of  the  National  Metropolitan 
Bank  case  and  in  the  Atlantic  National  Bank  case  (250 
F.  2d  at  118)  with  respect  to  the  question  of  negotiabil- 
ity is  without  merit  since  it  depends  on  the  court's  un- 
warranted supposition  that  an  actual  intent  to  pay  the 
swindler  can  be  ascribed  to  the  Government  in  the 
Atlantic  National  Bank  case,  supra,  i3.  11. 

C.  Impostor  Cases  Imposing  Loss  on  Drawer  May 
Logically  Be  DistinguisJied  from  the  Rule  of  National 
Metropolitan  Bank  on  the  Ground  that  in  Tliose  Cases 
the  Drawer's  Conduct  Imposed  an  Unreasonable  Bur- 
den of  Inquiry  on  the  Casher  with  Respect  to  the  Pay- 
ee's Identity. 

Nevertheless,  an  examination  of  the  impostor  situa- 
tion cases  including  both  those  placing  the  loss  on  the 
drawer  and  those  placing  it  in  the  party  taking  the 
instrument  from  the  swindler,  does  suggest  a  rather 
consistent  policy  consideration  underlying  the  double 
impersonation  cases  which  distinguishes  them  from 
cases  like  National  Metropolitan  Bank  and,  of  greater 
present  importance,  also  from  the  cases  at  bar.  A 
discussion  of  this  policy  will  demonstrate  that  the 
Fifth  Circuit's  determination  of  intent  on  the  grounds 
that  there  were  dealings  "of  a  kind"  between  the  swin- 
dler and  the  United  States  and  that  the  swindler  im- 
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personated  the  payee  at  least  in  submitting  the  false  tax 
returns  (250  F.  2d  at  118)  was  erroneous  not  only 
because  of  the  uselessness  of  the  actual  intent  criterion 
but  also  because  it  ignored  the  considerations  which 
give  importance  to  factors  of  drawer-impostor  dealings 
and  dual  impersonation  of  the  same  person  in  the  im- 
postor cases. 

The  results  in  practically  all  of  the  dual  impersona- 
tion ■"  situation  cases  may  be  explained,  we  believe, 
on  the  basis  of  whether  or  not  it  is  felt  that  an  un- 
reasonable burden  of  inquiry  with  respect  to  the  iden- 
tity of  the  payee  would  be  imposed  on  the  first  bona  fide 
transferee  of  the  instrument  from  the  impostor  if  the 
loss  were  imposed  on  such  transferee.  The  impostor 
cases  which  impose  the  loss  on  the  drawer  may  be  di- 
vided into  two  general  classes. 

1.  Cases  m  tvhich  cashing  party  has  actual  knoivJ- 
edge  of  drawer-impostor  dealings. 

The  first  of  these  two  classes  is  comprised  of  those 
cases  in  which  the  first  bona  fide  transferee  of  the  in- 
strument from  the  impostor  in  fact  knows  that  the  in- 
strument was  delivered  or  meant  to  be  delivered  by 
the  drawer  to  the  person  seeking  payment.  In  some 
instances,  the  drawer,  after  personally  dealing  with 
the  impostor  and  delivering  the  check  to  him,  has  also 
advised  the  cashing  bank  that  the  person  vritli  whom  the 
bank  is  dealing  is  the  designated  payee.  See  United 
States  V.  First  National  Bank  <&  Trust  Co.  of  Oklahoma 


22  Most  of  the  so-called  "impostor"  cases  involve  impersonation 
of  the  payee  both  for  the  purpose  of  obtaining  the  check  from  the 
drawer  and  then  cashing  it.  In  other  forgery  cases,  there  is  also 
a  single  impersonation  when  the  check  is  cashed. 
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City,  17  F.  Supp.  611  (W.D.  Okla.,  1936)  ;  Greenherg 
Y.  A  d;  D  Motor  Sales,  341  111.  App.  85,  93  N.E.  2d 
90  (1950)  ;  Schweitzer  v.  Bank  of  America,  42  Cal.  App. 
2d  536,  109  P.  2d  441  (1941).  Occasionally,  the  deal- 
ings with  the  impostor  have  been  conducted  by  the 
drawer's  agent  and  when  the  instrument  was  cashed 
the  agent  identified  the  impostor  as  the  person  to  whom 
the  check  was  purposefully  delivered.  See  Maloney  v. 
Clark  &  Co.,  6  Kan.  82  (1870).  In  other  cases,  the 
identification  has  been  made  by  a  person  with  no  knowl- 
edge of  the  fraud  whom  the  drawer  would  or  should 
have  expected  to  make  the  identification.  See  United 
States  V.  First  National  Bank  of  Alhuqiierque,  131  F. 
2d  985  (1942),  certiorari  denied,  318  U.S.  774  (1943)  ; 
Central  National  Bank  v.  National  Metropolitan  Bank, 
31  App.  D.C.  391,  17  L.R.A.  (n.s.)  520  (1908) ;  United 
States  V.  National  Exchange  Bank,  45  Fed.  163  (C.C. 
E.D.  Wis.,  1891) ;  Crippen,  Lawrence  &  Co.  v.  Ameri- 
can National  Bank,  51  Mo.  App.  508  (1892)  ;  Hoffman  v. 
American  Exchange  National  Bank,  2  Neb.  Unof.  222, 
96  N.W.  112  (1902)  ;  see  also  McHenry  v.  Old  Citizens 
National  Bank,  85  Ohio  St.  203,  97  N.E.  395  (1911).  Or 
the  cashing  bank  may  have  been  advised  by  a  party  on 
whom  the  drawer  had  also  relied,  but  who  was  pre- 
sumed by  the  court  to  have  knowledge  of  the  fraud, 
that  the  instrument  was  delivered  to  the  impostor.  See 
United  States  v.  C ontinental- American  Bank  &  Trust 
Co.,  175  F.  2d  271,  certiorari  denied,  338  U.S.  870 
(1949)  ;  Emporia  National  Bank  v.  Shottvell,  35  Kan. 
360,  11  Pac.  141  (1886).  Finally,  there  are  several 
cases  in  which  party  cashing  the  instrument,  who  was 
not  a  party  to  the  fraud,  knew  that  the  impostor  had 
induced  the  drawer  to  issue  and  deliver  the  instrument 
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to  the  impostor  iu  the  belief  that  he  was  the  named 
payee.  See  Heavy  v.  Comniercml  National  Bank  of 
Ogden,  27  Utah  222,  75  Pae.  727  (1904)  ;  Forles  d  King 
V.  Espy,  Heidelhach  d^  Co.,  21  Ohio  St.  474  (1871)  ;  see 
also  Citizens'  Union  Xafional  Bank  v.  Terrell,  244  Ky. 
16,  50  S.W.  2d  60  (1932).-=^ 

In  those  instances  where  the  drawer  upon  inquiry  by 
the  easher  in  fact  advises  the  casher  to  pay  the  im- 
postor, the  drawer  is  clearly  precluded  from  asserting 
forgery.  This  reflects  the  fact  that  the  obligation  of 
an  endorser  on  a  guaranty  of  prior  endorsements  or  of 
a  drawee  to  pay  only  in  accordance  with  the  instruc- 
tions of  the  drawer  is  deemed  fulfilled  when  the  drawee 
or  endorser  has  made  as  broad  an  inquiry  as  to  the 
identity  of  the  payee  as  the  drawer  could  reasonably 
expect.  Even  where  the  representation  as  to  the  iden- 
tity of  the  payee  is  not  made  by  the  drawer  personally, 
the  facts  in  the  cases  cited  above  are  sufficient  to  sup- 
port the  conclusion  that  the  conduct  of  the  drawer  led 
the  casher,  after  a  reasonable  inquiry,  to  believe  that 
the  impostor  was  the  payee.  This  consideration  was 
adopted  by  the  Fifth  Circuit  in  the  Continental- Ameri- 
can Bank  &  Trust  Co.  case  as  a  reason  for  applying  the 
impostor  rule  there  when  it  stated  (175  F.  2d  272)  : 

*  *  *  If  the  banks  see  that  the  very  person  to 
whom  a  check  was  issued  and  delivered  has  en- 


^  A  number  of  cases  which  are  ordinarily  cited  in  support  of  the 
impostor  rule  with  respect  to  negotiable  instruments,  though  they 
do  not  involve  negotiable  instruments  at  all  but  relate  to  contracts 
of  a  different  nature,  belong  to  the  same  categon*.  Boatsman  v. 
Stockmen's  National  Bank\  56  Colo.  495.  138  Par.  764  (1914): 
Metzger  v.  FraJikUn  Bank.  119  Ind.  359.  21  X.E.  793  (1889); 
Western  Union  Telegraph  Co.  v.  Atnericaji  State  Bank.  277  S.W.  226 
(Tex.  Civ.  App.,  1925). 


dorsed  it  in  the  form  required,  the  indorsement  is 
a  genuine  one,  although  the  name  is  a  wrong 
one.  *  *  * 

It  is  apparent,  therefore,  that  the  policy  considerations 
which  compelled  the  result  in  the  National  Metropolitan 
Bank  case,  are  not  applicable  to  any  of  these  cases 
since  that  policy  has  as  a  premise  that  the  casher  has 
no  knowledge  of  the  circumstances  of  the  instrument's 
issuance.^* 

2.  Cases  in  which  impostor  would  have  been  identified 
a-s  payee  even  if  reasonable  inquiry  had  been  made. 

The  second  class  of  impostor  cases  in  which  the  loss 
is  imposed  on  the  drawer  is  comprised  of  cases  in  which 
the  person  cashing  the  instrument  for  the  impostor  has 
made  no  inquiry  as  to  his  identity  but  where  it  was,  at 
least  tacitly,  assumed  by  the  courts  that  even  if  the 
casher  had  in  fact  made  the  most  careful  inquiry  as 
to  the  payee's  identity,  which  could  have  been  expected 
under  the  circumstances  of  each  case,  the  impostor 
w^ould  have  been  identified  as  the  payee. 

In  some  instances  it  is  expressly  assumed  that  if 
identification  had  been  sought  from  the  impostor  he 
would  have  called  upon  the  drawer  for  such  identifica- 
tion and  that  the  drawer  w^ould  then  have  identified  the 
impostor  as  the  rightful  payee.  See,  e.g.,  Missouri 
Pacific  R.R.  V.  M.  M.  Cohn  Co.,  164  Ark.  335,  339,  261 
S.W.  895,  896,  certiorari  denied,  266  U.S.  627  (1924) ; 
Montgomery  Garage  Co.  v.  Manufacturers  Liability 


2^  See  discussion,  p.  23,  swpra. 
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Insurance  Co.,  94  N.J.L.  152,  155,  109  Atl.  296,  297 
(1920)  ;  McHenry  v.  Old  Citizens  National  Bank,  85 
Ohio  St.  203,  211,  97  KE.  395,  398  (1911).  While 
these  cases  also  speak  in  terms  of  effectuating  the 
drawer's  intent,  the  criterion  used  is  not  the  drawer's 
subjective  intent  but  rather  what  the  drawer  would 
have  told  the  cashing  party  if  an  inquiry  had  been 
made.  For  example,  in  the  Montgomery  Garage  Co. 
case,  in  w^hich  the  impostor,  who  had  assumed  a 
fictitious  name,  was  given  a  check  by  defendant,  the 
court,  in  holding  for  the  party  who  had  cashed  the 
check,  stated  (94  N.J.L.  at  155,  109  Atl.  at  297)  : 

*  *  *  In  the  case  at  bar,  if  the  plaintiff,  before 
cashing  the  check,  had  sent  for  and  asked  the 
drawer  whether  or  not  the  person  presenting  the 
check  was  the  person  to  whom  it  was  intended  to  be 
paid,  the  answer  would  have  been  in  the  affirmative. 

Recognition  of  this  basis  for  decision  also  appears  in 
Land  Title  and  Trust  Co.  v.  Northwestern  National 
Bank,  196  Pa.  230,  46  Atl.  420  (1900),  since  the  court 
observed  that  the  impostor  could  have  received  pay- 
ment in  cash  rather  than  by  check  if  he  had  asked  for  it. 
We  believe  that  the  foregoing  consideration  provides 
the  most  satisfactory  explanation  for  the  cases  in  which 
the  result  was  stated  primarily  in  terms  of  the  dra^ver's 
intent  and  the  loss  was  placed  on  the  drawer.^^    For 


-•"'  For  cases  of  that  type  see,  e.g.,  Fidelity  &  Deposit  Co.  of  Mary- 
land V.  Union  Trust  Co.,  129  F.  2d  1006  (C.A.  2,  1942) ;  Meridian 
National  Banks  of  Indianapolis  v.  First  National  Bank  of  Shelby- 
ville,  7  Incl.  App.  322,  33  N.E.  247  (1893) ;  Robertson  v.  Coleman, 
141  Mass.  231,  4  N.E.  619  (1886) ;  Famous  Shoe  &  Clothing  Co.  v. 
Crosswhite,  124  Mo.  34,  27  S.W.  397  (1894)  ;  Merchants'  Loan  and 
Trust  Co.  V.  Bank  of  the  Metropolis,  7  Daly  137  (N.Y.  Common 
Pleas,  1877) ;  Townsend,  Oldham  &  Co.  v.  Continental  State  Bank, 
178  S.W.  564  (Tex.  Civ.  App.,  1915). 
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while,  as  we  have  already  shown,  supra,  p.  32,  the 
ascertainment  of  the  drawer's  actual  or  subjective 
intent  is  artificial  and  arbitrary,  in  these  cases  it  is 
much  less  speculative  to  assume  that  the  drawer  would 
have  identified  the  impostor  as  the  payee  for  the  casher. 
Our  belief  that  this  is  the  criterion  used  in  deter- 
mining the  drawer's  intent  in  the  cases  applying  the 
impostor  rule  against  the  drawer  solely  on  the  basis 
of  that  intent  derives  strong  support  from  several 
groups  of  cases,  decided  by  courts  which  have  otherwise 
followed  the  rule  to  find  against  the  drawer,  in  which 
the  drawer  prevailed  because  the  assumption  that  the 
drawer  would  be  able  or  willing  to  identify  the  impostor 
as  the  payee  could  not  be  made.  Thus,  in  cases  where 
the  drawer  has  had  some  doubts  as  to  the  identity  of  the 
impostor  and  has,  therefore,  required  him  to  cash  the 
check  at  a  bank  where  he  was  known,  the  drawer  has 
been  permitted  to  recover.  See  District  National  Bank 
V.  Washington  Loan  <&  Trust  Co.,  65  F.  2d  831 
(C.A.D.C,  1933)  ;  Dodge  v.  National  Exchange  Bank, 
30  Ohio  St.  1  (1877) ;  see  also  Gallo  v.  Brooklyn  Savings 
Bank,  199  N.Y.  222,  92  N.E.  633  (1910) .  In  those  cases, 
even  though  there  were  face-to-face  dealings  between 
the  drawer  and  the  impostor  which  resulted  in  the 
issuance  of  a  check,  the  assumption  that  the  drawer 
would  have  identified  the  impostor  as  the  payee  was 
contrary  to  the  proven  facts.  In  other  cases,  face-to- 
face  dealings  between  the  drawer  and  the  impostor 
have  been  of  such  a  transitory  or  insubstantial  char- 
acter that  the  courts  have  refused  to  make  the  assump- 
tion that  the  drawer  would  have  identified  the  impostor 
as  the  payee  and  have  accordingly  imposed  the  loss  on 
the  casher  who  could  therefore  not  have  been  misled  by 
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tile  conduct  of  the  drawer.  See  Cohen  v.  Lincoln  Sav- 
ings Bank,  275  N.Y.  399,  10  N.E.  2d  457  (1937)  ;  Simp- 
son V.  Denver  &  Rio  Grande  B.B.,  43  TJtali  105, 134  Pac. 
883  (1913).-' 

Perhaps  the  strongest  support  for  this  explanation 
of  the  intent  rationale  in  the  impostor  cases  is  fur- 
nished by  the  cases  in  which  the  dealings  between  the 
drawer  and  the  impostor  have  been  by  correspondence 
only,  for  in  those  cases  the  loss  has  rarely  been  placed 
on  the  drawer  unless  the  casher  was  shown  to  have 
actual  knowledge  about  the  circumstances  surrounding 
the  instrument's  issuance  and,  in  any  event,  practically 
never  on  the  basis  of  subjective  intent  alone.-'^    That 


-•5  In  cases  rejecting  the  impostor  rule,  e.g.,  Keel  v.  Wynne,  210 
N.C.  426,  187  S.E.  571  (1936) ;  Tolman  v.  American  National  Bank, 
22  R.I.  462,  48  Atl.  480  (1901);  Western  Union  Telegraph  Co.  v. 
Bi-Metallic  Bank,  17  Colo.  App.  229,  68  Pac.  115  (1902),  the  courts 
were  presumably  unwilling  to  assume  that  inquiiy  of  the  drawer 
would  have  been  the  most  likely  or  appropriate  means  for  identifying 
the  payee.  Thus,  unless  the  casher  had  actual  knowledge  of  the 
dealings  between  the  drawer  and  the  impostor,  the  correlative 
assumption  that  a  normal  inquiry  by  the  casher  as  to  the  im- 
postor's identity  would  necessarily  have  shown  that  he  was  the 
payee  would  also  have  been  unacceptable. 

-^  Of  the  correspondence  cases  usually  cited  in  the  support  of  the 
proposition  that  the  loss  has  been  imposed  on  the  drawer  in  the 
majority  of  impostor  cases  regardless  of  whether  the  dealings 
between  the  drawer  and  impostor  have  been  face  to  face  or  by  cor- 
respondence, the  following  are  ones  in  which  the  court  relied  on  the 
fact  that  the  casher  had,  at  the  time  he  dealt  with  the  impostor, 
actual  knowledge  that  the  drav/er  had  also  dealt  with  the  impostor 
believing  him  to  be  the  payee  (see  discussion,  pp.  36-38,  supra)  t 
United  States  v.  Continental- American  Bank  &  Trust  Co.,  175  F.  2d 
271,  certiorari  denied,  338  U.S.  870  (1949)  ;  Emporia  National  Bank 
v.  Shotwell,  35  Kan.  360,  11  Pac.  141  (1886) ;  Maloney  v.  Clark  & 
Co.,  6  Kan.  82  (1870) ;  Crippen,  Lawrence  &  Co.  v.  American  Na- 
tional Bank,  51  Mo.  App.  508  (1892) ;  Hoffman  v.  American  Ex- 
change National  Bank,  2  Neb.  Unof.  222,  96  N.W.  112  (1902); 
Forbes  &  King  v.  Espy,  Heidelbach  &  Co.,  21  Ohio  St.  474  (1871) ; 


43 

these  correspondence  cases  have  usually  pointed  to  the 
actual  transmission  of  the  drawer's  intent  to  the  casher, 
which  is  not  true  in  the  face-to-face  dealing  cases,  is 
explained  by  the  fact  that  in  cases  where  the  drawer's 
dealings  wdth  the  impostor  have  been  face  to  face  it  may 
well  be  said  that  the  "name  of  a  person  is  the  verbal 
designation  by  which  he  is  known,  but  the  visible  pres- 
ence of  a  person  affords  surer  means  of  identifying  him 
than  his  name."  Rohertson  v.  Coleman,  141  Mass.  231, 
232,  4  N.E.  619,  620  (1886).  See  Montgomery  Garage 
Co,  V.  Manufacturers  Liability  Insurance  Co.,  94  N. J.L. 
152, 155, 109  Atl.  296,  297  (1920).  In  that  situation,  if 
the  casher  takes  the  impostor  to  the  drawer  for  identi- 
fication, or  even  if  he  only  describes  the  physical  char- 
acteristics of  the  impostor  to  the  drawer  by  telephone 
or  correspondence,  for  the  purpose  of  having  the  im- 


Heavy  v.  Commercial  National  Bank  of  Ogden,  27  Utah  222,  75  Pac. 
727  (1904);  cf.  Boatsman  v.  Stockmen's  National  Bank,  56  Colo. 
495,  138  Pac.  764  (1914) ;  Metzger  v.  Franklin  Bank,  119  Ind.  359,  21 
N.E.  973  (1889);  Western  Union  Telegraph  Co.  v.  American  State 
Bank,  277  S.W.  226  (Tex.  Civ.  App.,  1925) ;  see  Citizens'  Union 
National  Bank  v.  Terrell,  244  Ky.  16,  50  S.W.  2cl  60  (1932).  And 
with  the  exception  of  United  States  v.  Union  Trust  Co.,  139  F.  Supp. 
819  (D.  Md.,  1956),  the  other  usually  cited  correspondence  cases 
which  have  placed  the  loss  on  the  drawer  although  the  casher  had 
no  knowledge  of  the  drawer-impostor  dealings,  have  not  based  their 
decisions  solely  on  the  impostor  rule  intent  rationale.  See  Hartford 
Accident  &  Indemnity  Co.  v.  Middletown  National  Bank,  126  Conn. 
179,  10  A.  2d  604  (1939)  ;  Unola  v.  Twin  Falls  Bank  &  Trust  Co.,  37 
Idaho  332,  215  Pac.  1080  (1923)  (see  discussion,  p.  45,  infra); 
Peninsular  State  Bank  v.  First  National  Bank,  245  Mich.  179,  222 
N.W.  157  (1928)  ;  First  National  Bank  v.  American  Exchange  Na- 
tional Bank,  170  N.Y.  88,  62  N.E.  1089  (1902);  ^States  v.  First 
National  Bank  of  Montrose,  17  Pa.  Super.  256,  affirmed,  203  Pa.  69, 
52  Atl.  13  (1902)  (In  Commonwealth  v.  Globe  Indemnity  Co  323 
Pa.  261,  270.  185  Atl.  796,  800  (1936),  the  court  explained  that  only 
ju.stification  for  the  Montrose  result  was  that  the  drawer  had  sued 
too  late — the  express  ground  on  which  the  lower  court  decision  in 
Montrose  had  been  affirmed). 
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postor  identified  as  the  payee,  the  drawer  would  nor- 
mally be  expected  to  so  identify  the  impostor  on  the 
basis  of  the  physical  characteristics  known  to  him.^^ 
On  the  other  hand,  where  the  dealings  have  been  ex- 
clusively by  correspondence,  as  in  the  present  cases, 
the  drawer  would  normally  be  in  no  position  to  identify 
any  particular  individual  as  the  person  intended  to  be 
the  named  payee  or,  if  the  payee  was  known  to  him 
personally,  could  in  fact  expose  the  impersonation  so 
that  in  the  absence  of  any  knowledge  by  the  casher  that 
the  drawer  had  in  fact  dealt  with  the  impostor,  and  not 
the  named  payee,  the  drawer  has  generally  been  allowed 
to  recover  in  cases  based  solely  on  the  intent  criterion. 
See  Moore  v.  Moultrie  Banking  Co.,  39  Ga.  App.  687, 
148  S.E.  311  (1929)   (drawer  personally  knew  named 
payee)  ;  American  Surety  Co.  v.  Empire  Trust  Co.,  262 
N.Y.  181,  186  N.E.  436  (1933)  ;  Mercantile  National 
Bank  v.  Silverman,  148  App.  Div.  1,  132  N.Y.  Supp. 
1017  (1912),  afarmed  without  opinion,  210  N.Y.  567, 
104  N.E.  1134  (1914)  ;  Palm  v.  Watt,  7  Hun  317  (N.Y. 
S.  Ct.,  1876)  (drawer  personally  knew  named  payee)  ; 
Commonwealth  v.  Globe  Indemnity  Co.,  323  Pa.  261, 
185  Atl.  796  (1936)  ;  see  also  Citizens'  State  Bank  of 
McLean  v.  Fuller,  274  S.W.  208  (Tex.  Civ.  App.,  1925). 
But  see  Atlantic  National  Bank  of  Jacksonville  v. 
United  States,  250  F.  2d  114  (C.A.  5,  1957) ;  United 
States  V.  Union  Trust  Co.,  139  F.  Supp.,  819  (D.  Md., 
1956). 


-^  This  also  explains  why,  except  in  cases  like  those  discussed  at 
pp.  45-46,  injra,  the  impostor  rule  should  only  be  applied  in  those 
cases  when  the  impostor  has  assumed  the  identity  of  the  payee  both 
in  his  dealings  with  the  drawer  and  the  person  cashing  the  instru- 
ment. 
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Other  impostor  cases,  in  which  the  casher  has  not 
investigated  the  identity  of  the  impostor,  come  within 
the  second  class  of  impostor  cases  which  place  the  loss 
on  the  drawer  not  because  of  the  assumption  that  the 
drawer  would  have  identified  the  impostor  as  the  payee 
upon  inquiry  but  because  it  appears  that  the  impostor 
or  swindler  either  bears  the  name  of  the  real  payee  or 
is  generally  known  by  his  assumed  name  in  the  com- 
munity to  which  the  check  was  sent.  See,  e.g.,  United 
States  V.  First  National  Bank  &  Trust  Co.  of  AsJieville, 
92  F.  Supp.  356"  (W.D.  N.C.,  1950)  ;  United  States  v. 
Liberty  Insurance  Bank,  26  F.  2d  493  (W.D.  Ky., 
1928)  ;  Uriola  v.  Twin  Falls  Bank  &  Trust  Co.,  37  Idaho 
332,  215  Pac.  1080  (1923)  ;  Jamieson  <£•  McFarland  v. 
Eeim,  43  Wash.  153,  86  Pac.  165  (1906)  ;  see  also  Slat- 
tery  dt  Co.  v.  National  City  Bank,  114  Misc.  48, 186  KY. 
Supp.  679  (1920)  (drawer  negligently  sent  check  to  ad- 
dress of  a  person  with  same  name  as  intended  payee)  ; 
*S'.  Weisberger  Co.  v.  Barberton  Savings  Bank,  84  Ohio 
St.  21,  95  N.E.  379  (1911)  (drawer  negligently  mailed 
check  to  Cleveland  instead  of  New  York  and  post  office 
delivered  it  to  person  in  Cleveland  bearing  payee's 
name).  In  these  cases,  it  may  be  assumed  that  the 
casher  could  easily  have  determined  upon  inquiry  in 
the  community  that  a  person  bearing  the  impostor's 
name  received  his  mail  at  the  address  to  which  the  check 
was  sent  and  that  the  person  endorsing  the  payee's 
name  was  that  individual.  Accordingly,  in  these  cir- 
cumstances, as  in  the  cases  where  a  drawer  is  fraudu- 
lently induced  to  issue  and  deliver  a  check  to  a  person 
in  his  proper  name,  it  would  be  unreasonable  to  require 
the  drawee  or  other  cashing  party  to  guarantee  not  only 
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tlie  identity  of  the  payee  but  also  the  justness  of  the 
claim  for  which  the  check  was  issued."^ 

D.  The  Impostor  Rule  Is  Inapplicable  to  These  Cases 
Since  the  Conduct  of  the  United  States  Did  Not  Impose 
an  Unreasonable  Burden  of  Inquiry  on  the  Appellee 
Banks. 

The  foregoing  analysis  of  the  impostor  cases  impos- 
ing the  loss  on  the  drawer  demonstrates,  we  submit, 
that  they  can  be  distinguished  from  cases  like  National 
Metropolitan  Bank  only  on  the  ground  that  the  conduct 
of  the  drawer  or  drawer-drawee  imposed  an  unreason- 
able burden  of  inquiry  on  the  party  cashing  a  check 
with  respect  to  the  payee's  identity.  None  of  the  bases 
for  so  distinguishing  an  impostor  case  from  National 
Metropolitan  Bank  are  present  in  these  cases  however. 
First,  there  is  no  showing  here  that  the  party  cashing 
the  tax  refund  checks  for  the  swindlers  had  any  knowl- 
edge of  the  circumstances  leading  to  the  issuance  or 
mailing  of  the  checks.^"     Second,  neither  the  United 


29  The  situation  is  to  be  distinguished  from  a  case  where  a  check 
is  stolen  by  a  person  bearing  the  payee's  name  for  in  that  situation 
the  cashing  party's  ability  to  uncover  the  impersonation  upon  in- 
quiry would  in  no  way  be  hindered  by  the  drawer's  conduct  in 
delivering  the  check  to  the  impostor. 

3^  Indeed  with  respect  to  each  of  the  58  checks  cashed  by  the 
Security-First  National  Bank,  it  is  patent  that  the  bank  was  not  in 
the  least  concerned  with  those  circumstances  since  it  relied,  not  on 
the  validity  of  the  payee's  endorsement,  but  rather  on  the  second 
endorsement  appearing  on  each  of  the  checks.  Moreover,  as  noted 
above,  on  all  except  4  of  these  checks,  the  second  endorsements 
were  in  the  real  name  of  one  of  the  conspirators.  »Swpm,  p.  4. 
Accordingly,  at  least  with  respect  to  those  54  checks,  it  would  be 
impossible  to  show  that  any  bo^a  fide  transferee  of  one  of  these 
refund  checks  from  the  defrauders  could  have  been  led  to  believe 
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States  or  any  of  its  agents  would  have  been  able  to 
identify  the  impostor  as  the  intended  payee  for  they 
had  no  knowledge  about  the  payee  except  the  informa- 
tion which  appeared  on  the  face  of  the  tax  refund 
checks  and  the  tax  returns.^^  Finally,  in  the  absence  of 
any  showing  that  the  alleged  impostors  had  assumed  the 
identity  of  the  named  payees  in  their  daily  activities 
and  contacts  so  that  an  investigation  by  the  banks  would 
have  determined  that  persons  bearing  the  payees'  names 
lived  at  the  addresses  given  and  that  the  endorsers  were 
those  persons,  it  is  evident  that  if  the  United  States  is 
permitted  to  recover  here  the  burden  of  inquiry  oti  ap- 
pellee banks  will  have  been  no  greater  than  that  in  the 
National  Metropolitan  Bank  case  and  hence  not  an 
unreasonable  one.^^ 

that  the  person  with  whom  he  was  dealing  was  the  intended 
payee.  Similarly,  it  appears  that  the  second  endorsement  on  at 
least  3  of  the  7  checks  cashed  by  the  Bank  of  America  are  also  in 
the  true  names  of  one  of  the  conspirators.    Supra,  p.  5. 

^^  See  discussion,  p.  26,  supra. 

32  The  district  court  gave  judgments  for  appellees  only  on  the 
ground  that  there  had  been  no  forged  endorsements  and  did  not 
reach  the  separate  defenses  of  laches  pleaded  by  both  appellees  in 
their  answers  (R.  14;  R'.  20-21)  or  of  the  limitations  provisions  of 
31  U.S.C.  129  pleaded  by  the  Bank  of  America  (R.  13-14).  There 
is  clearly  no  merit  to  either  of  those  defenses 

First,  the  limitations  provision  of  31  U.S.C.  129  that  "[n]o  pro- 
ceeding in  any  court  shall  be  brought  by  the  United  States  *  *  * 
to  enforce  the  liability  of  any  endorser  *  *  *  arising  out  of  a  forged 
or  unauthorized  signature  or  endorsement  upon  *  *  *  any  check 
*  *  *  issued  by  the  *  *  *  Treasurer  and  Assistant  Treasurers  of  the 
United  States,  or  by  disbursing  officers  and  agents  of  the  United 
States,  unless  such  proceeding  is  commenced  within  six  years  after 
the  presentation  to  the  Treasurer  of  the  United  States  *  *  *  of  such 
issued  checks  *  *  *  for  payment  of  such  check,  *  *  *  or  unless  within 
that  period  written  notice  shall  have  been  given  by  the  United 
States  or  an  agency  thereof  to  such  endorser  *  *  *  of  a  claim  on 
account  of  such  liability  *  *  *"  are  clearly  inapplicable  to  the  Bank 
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CONCLUSION 


For  the  foregoing  reasons,  it  is  respectfully  sub- 
mitted that  the  judgments  of  the  District  Court  were 
erroneous  and  should  be  reversed. 

George  Cochran  Doub, 

Assistant  Attorney  General, 

Laughlin  E.  Waters, 

United  States  Attorney, 

Samuel  D.  Slade, 
Peter  H.  S  chief. 

Attorneys, 
Department  of  Justice, 

Washington  25,  D.  C. 
January,  1959. 


of  America  case  in  which  they  were  pleaded.  For  there  the  checks 
were  all  presented  for  payment  in  March  or  April  of  1949  (R.  4) 
and  demands  for  repayment  were  made  by  the  United  States 
"[u]pon  discovery  that  a  fraud  had  been  committed,  on  or  about 
October  14,  1949,  and  January  11,  1950,"  (R.  16,  21)— within  the 
six-year  period  allowed  by  the  statute. 

Second,  neither  of  the  appellees  pleaded  any  facts  in  support  of 
their  laches  defenses  to  show  specific  damages  resulting  from  the 
alleged  failure  of  the  United  States  to  give  prompt  notice  after 
discovery  of  fraud.  Since  the  Supreme  Court  has  held  that  when 
the  signature  of  the  payee  on  a  Government  check  is  forged  an 
endorser  is  not  relieved  of  liability  because  of  the  drawee's  failure  to 
give  prompt  notice  after  learning  of  the  forgery  unless  there  is  a 
clear  showing  that  the  drawee's  delay  in  notification  caused  damage 
to  the  endorser  and  that  damage  occasioned  by  delay  must  be  estab- 
lished and  not  left  to  conjecture,  the  laches  defense  must  necessarily 
fail  here.  Clearfield  Trust  Co.  v.  United  States,  318  U.S.  363  (1943). 
See  United  States  v.  Peoples  National  Bank  of  Chicago,  249  F.  2d 
637  (C.A.  7,  1957). 
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Statement. 

The  statement  contained  in  appellant's  brief,  page  4, 
covering  "b,  the  Bank  of  America  Case"  is  substantially 
correct.  However,  appellee  wishes  to  point  out  that  the 
seven  checks  involved  in  the  Bank  of  America  case,  con- 
trary to  appellant's  statement,  were  not  issued  to  seven 
different  fictitious  or  non-existing  payees  but  were  issued 
to  one  or  more  actual  living  beings  who  used  assumed 
names  [R.  19-20]. 
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Summary  of  Argument. 

The  appellant  in  its  brief  relies  heavily  in  support  of 
its  argument  that  National  Metropolitan  Bank  v.  United 
States,  323  U.  S.  454  (1945)  and  related  cases  are  con- 
trolling. 

Appellee  will  show  under  Point  I  that  the  Natioyml 
Metropolitan  Bank  case  and  related  cases  have  no  appli- 
cation to  the  facts  of  the  case  at  bar  in  that  those  cases 
are  all  concerned  with  a  situation  in  which  there  is  an 
admitted  forgery  and  the  results  which  follow  therefrom. 
They  have  nothing  to  do  with  the  impostor  rule  which 
is  involved  in  the  present  case  and  in  which  the  issue  is 
whether  or  not  there  was  a  forgery. 

Appellee  will  show  that  the  argument  of  appellant  to 
the  effect  that  the  policy  of  the  National  Metropolitan 
Bank  case  should  be  applied  in  this  case  is  erroneous  be- 
cause appellant's  argument  is  premised  on  a  basic  but  er- 
roneous assumption  that  this  is  a  forgery  case  and  the 
Government  refuses  to  recognize  the  difference  between  a 
forgery  and  an  impostor  case  and  persists  in  its  false  as- 
sumption that  the  endorsements  involved  in  this  case 
are  forgeries.  The  Government,  in  erroneously  assuming 
the  very  issue  presented,  thus  begs  the  entire  issue. 

The  Supreme  Court  on  two  occasions,  as  will  be  shown 
in  the  argument,  has  accepted  the  impostor  rule  as  a 
matter  of  Federal  law  in  two  cases  indistinguishable  from 
the  case  at  bar. 

In  Point  II,  we  will  show  how  the  impostor  rule  is 
applicable  to  the  case  at  bar  and  that  the  facts  present  the 
classic  case  for  the  application  of  the  rule. 
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The  case  of  United  States  v.  Continental  American  Bank 
and  Trust  Co.,  175  F.  2d  271  (C.  A.  5,  1949),  certiorari 
denied,  338  U.  S.  870  (1949),  is  on  all  fours  with  the 
case  at  bar  and  applied  the  impostor  rule  as  a  matter  of 
Federal  law,  deciding  the  bank  was  not  liable. 

The  doctrine  of  actual  or  dominant  intent  is  the  correct 
basis  for  application  of  the  impostor  rule.  The  drawer 
of  a  check  in  issuing  a  check  intends  that  some  physical 
person,  not  just  a  name,  receive  and  endorse  the  check. 
The  drawer  in  dealing  with  an  impostor,  although  he  does 
not  know  him  as  such,  intends  that  the  person  with  whom 
he  deals  is  the  one  who  is  entitled  to  the  check  and  the 
bank  in  cashing  the  check  merely  carries  out  the  intent  of 
the  drawer.  That  is  the  factual  situation  existing  in  the 
case  at  bar. 

ARGUMENT. 

Before  answering  the  argument  of  appellant,  appellee 
believes  that  it  is  apropos,  at  this  point,  to  set  forth  what 
it  believes  to  be  the  only  issue  involved  in  this  case. 

It  is  appellee's  contention  that  the  only  issue  is  whether 
or  not  the  present  case  presents  a  factual  situation  which 
calls  for  the  application  of  the  doctrine  of  the  impostor 
rule. 

It  is  our  contention  that  the  factual  situation  involved 
herein,  as  per  the  stipulation  of  facts  [R.  14-17],  pre- 
sents the  classic  situation  for  the  application  of  the  doc- 
trine, that  the  lower  court  was  correct  in  concluding  as  a 
matter  of  law  that  the  impostor  rule  applied  and  the  en- 


-A— 

dorsements  of  the  payees'  names  on  the  checks  were  not 
forgeries. 

The  impostor  rule  is  succinctly  set  forth  at  page  118 
in  the  case  of  Atlantic  National  Bank  of  Jacksonville  v. 
United  States,  250  F.  2d  114  (C.  A.  5,  1957) : 

"  **  ^  *  where  the  drawer  of  a  check  has  deal- 
ings with  an  impostor  who  assumes  a  false  name,  and 
the  check  is  intended  for  the  person  with  whom  the 
drawer  is  dealing,  payment  of  the  check  by  the  bank 
to  such  impostor  or  on  his  endorsement  will  be  au- 
thorized and  binding  upon  the  *  *  "^^  drawer,  7 
Amer.  Jur.,  Banks,  §599." 

In  the  instant  case,  all  the  essential  elements  compelling 
the  application  of  the  doctrine  are  present: 

1.  Dealings  between  the  impostor  and  the  Government 
by  filing  the  income  tax  return  with  name  and  address 
thereon  of  the  purported  tax  payer. 

2.  The  fraudulent  representation  that  a  refund  is  due 
to  the  person  named. 

3.  The  issuance  of  the  check  in  the  name  shown  on  the 
return  and  delivery  of  said  check  to  the  address  shown  on 
the  return. 

4.  The  receipt  by  the  physical  person  filing  the  return 
of  the  check. 

5.  The  endorsement  of  the  check  by  the  physical  per- 
son who  filed  the  return  and  to  whom  the  check  was 
mailed. 
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I. 
The  Rule  of  National  Metropolitan  Bank  v.  United 
States,  323  U.  S.  454,  Has  No  Application  to  the 
Facts  of  the  Case  at  Bar  and  Is  Not  Controlling. 

A.      The    National    Metropolitan    Bank    and    Related    Cases 
Involve  Admitted   Forged   Endorsements. 

Appellant  in  argiiing  for  a  reversal  of  the  lower  court 
relies  almost  entirely  on  the  decision  in  National  Metro- 
politan Bank  V.  United  States,  323  U.  S.  454  (1945),  and 
related  cases. 

The  National  Metropolitan  Bank  case  did  not  involve 
the  impostor  rule.  The  impostor  rule  was  not  even  dis- 
cussed in  the  case.  It  was  a  case  of  out-and-out  forgery. 
Appellee  has  no  argument  with  appellant  as  to  what  the 
law  is  where  there  is  an  admitted  forgery.  In  the  instant 
case,  we  do  not  have  an  admitted  forgery  and  for  the 
appellant  to  argue  and  cite  in  support  of  forgery  cases  is 
merely  to  beg  the  question. 

In  the  National  Metropolitan  Bank  case,  one  Foley,  a 
civilian  clerk  in  the  paymaster's  office  of  the  Marine  Corps 
falsely  procured  from  the  disbursing  officer  checks  pay- 
able to  living  marine  officers.  These  checks  were  delivered 
to  Foley  for  the  purpose  of  having  him  distribute  them 
to  the  named  officers.  Instead  of  distributing  them  to  the 
named  officers,  Foley  forged  the  endorsements  of  the  named 
payees  and  then  added  his  own  endorsement.  He  did 
not  deliver  them  to  the  payees  as  it  was  his  duty  to  do, 
but  forged  their  names  and  cashed  them.  He  had  never 
presented  himself  or  represented  himself  as  the  person 
entitled  and  persuaded  the  drawer  of  the  checks  that  he 


was  entitled  to  be  paid.     He  was  not  an  impostor  but  a 
forger. 

This  court,  in  the  case  of  Security-First  National  Bank 
of  Los  Angeles  v.  United  States,  103  F.  2d  188  (C.  A.  9, 
1939),  a  case  in  its  essential  facts  on  all  fours  with  the 
case  at  bar,  at  page  190,  in  discussing  the  impostor  rule, 
said: 

"In  cases  of  this  character  it  is  frequently  said  that 
the  drawer  of  the  instrument  has  a  double  intent: 
(1)  He  intends  to  make  the  instrument  payable  to 
the  impostor  with  whom  he  deals;  and  (2)  he  intends 
to  make  it  payable  to  the  person  whom  he  believes 
the  impostor  to  be.  By  the  great  weight  of  authority 
the  first  is  held  to  be  the  controlling  intent,  although 
a  different  view  has  been  taken  in  some  cases  where 
the  payee  named  was  known  to  the  drawer,  or  where 
the  payee  was  particularly  identified  in  the  instru- 
ment as  by  some  description  or  title." 

This  court  also  pointed  out  in  the  Security-First  Na- 
tional Bank  case  that  the  majority  rule  is  that  where  the 
drawer  delivers  a  check,  draft,  or  bill  of  exchange  to  an 
impostor  as  payee,  supporting  that  he  is  the  person  that 
he  has  falsely  represented  himself  to  be,  the  impostor's 
endorsement  in  the  name  by  which  the  payee  is  described 
is  regarded  as  a  genuine  endorsement  to  subsequent  holders 
in  good  faith. 

In  the  National  Metropolitan  Bank  case,  it  is  perfectly 
obvious  that  the  disbursing  agent  in  delivering  the  checks 
to  Foley  did  not  intend  that  Foley  should  endorse  same. 
In  the  case  at  bar,  it  is  just  as  perfectly  obvious  that  the 
government  in  delivering  the  checks  to  the  payee  in  the 
name  signed  on  the  return  and  at  the  address  given  on 
the  return  intended  that  the  person  who  filed  the  return 
get  the  refund  check  and  endorse  same,  which  is  exactly 
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what  happened.  Here  in  the  case  before  the  court,  the 
checks  were  intended  to  go,  as  they  did,  to  the  very  flesh 
and  blood  person  who  filed  the  return  as  payee  though 
that  intention  was  procured  by  fraudulent  representations 
as  to  the  payee's  name  and  status.  The  checks  were  de- 
livered to  the  person  filing  the  return  and  were  intended 
for  that  person  and  though  they  were  voidable  for  fraud, 
the  person  receiving  the  checks  was  the  payee.  (United 
States  V.  Continental  American  Bank  &  Trust  Co.,  175 
F.  2d  271  (C.  A.  5,  1949).) 

Continental  National  Bank  and  Trust  Co.  v.  Olney 
National  Bank,  33  F.  2d  437  (C.  A.  7,  1929) ;  First  Na- 
tional Bank  V.  Whitman,  94  U.  S.  343  (1876);  Leather 
Manufacturers'  Bank  v.  Merchants  Bank,  128  U.  S.  26 
(1888);  Brannan's  Negotiable  Instruments  Law  (7th 
Ed.,  1948),  p.  445,  all  cited  by  appellant  on  page  10  of 
its  brief,  simply  state  the  general  proposition  of  law  that 
the  drawee  bank  is  liable  to  the  drawer  when  the  drawee 
pays  on  a  forged  endorsement  because  it  has  not  followed 
the  order  of  its  depositor.  They  have  no  application  to 
the  facts  of  the  case  at  bar. 

The  case  of  Washington  Loan  &  Trust  Co.  v.  United 
States,  134  F.  2d  59  (C.  A.  D.  C.  1943)  cited  by  appel- 
lant on  page  12  of  its  brief  has  no  application  to  the 
case  at  bar  for  the  same  reason  that  the  National  Metro- 
politan case  does  not  apply.  In  the  Washington  Loan  & 
Trust  Co.  case,  one  Stitley  was  an  employee  of  the  Park 
Service.  His  duty  was  to  prepare  bi-monthly  payroll 
vouchers,  containing  names  of  employees  in  service,  pre- 
sent them  to  the  disbursing  officers  of  the  Government, 
and  receive  and  distribute  the  checks  drawn  by  those  offi- 
cers to  the  order  of  the  employees.  It  was  not  intended 
by  the  Government  that  Stitley,  who  prepared  the  false 
vouchers,  was  to  be  the  payee  of  the  checks.     It  was  in- 
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tended  that  he,  as  was  his  duty,  would  send  them  to  the 
named  payees.  In  the  present  case  it  was  intended  by  the 
Government  that  the  person  who  prepared  and  filed  the 
return  showing  the  overpayment  be  the  one  to  receive  the 
check  and  endorse  same. 

In  Onondaga  County  Savings  Bank  v.  United  States, 
64  Fed.  703  (C.  A.  2,  1894),  cited  on  pages  12  and  16 
of  appellant's  brief,  the  impostor  rule  was  not  discussed. 
Furthermore,  it  does  not  appear  from  the  facts  of  the 
case  whether  the  original  dealings  had  been  between  an 
impostor  or  not.  There  is  at  least  an  inference  from  ap- 
pellant's brief,  page  17,  that  the  original  dealings  were 
genuine  between  an  actual  person  named  Alma  Wood, 
who  was  entitled  to  a  pension  check,  and  the  Government, 
so  that  the  drafts  issued  by  the  Government  were  intended 
by  the  Government  to  go  to  the  real  Alma  Wood,  with 
whom  the  original  dealings  took  place  before  the  impostor 
came  into  the  picture. 

In  United  States  v.  National  Exchange  Bank  of  Provi- 
dence, 214  U.  S.  302  (1909),  cited  on  page  18  of  appel- 
lant's brief,  there  are  no  facts  stated  in  the  case  to  show 
that  Munson,  the  person  who  got  the  checks  and  forged 
the  names  of  the  payees,  was  the  one  who  filed  the  false 
pension  vouchers.  This  fact  is  pointed  out  in  United 
States  Continental  American  Bank  and  Trust  Co.,  175  F. 
2d  271  (C.  A.  5,  1949)  wherein  the  court  at  page  272, 
referring  to  the  United  States  v.  National  Exchange  Bank 
of  Providence  case  said : 

"He  had  not  passed  himself  off  as  a  person  entitled 
to  a  pension  and  had  not  been  found  entitled  to  a 
check.  He  was  not  an  impostor  but  a  common 
forger.  The  court  did  not  refer  to  the  'impostor 
rule.' " 


In  the  case  at  bar,  it  is  stipulated  that  the  person  rep- 
resenting himself  to  be  entitled  to  the  refund  is  the  one 
who  got  the  refund  and  endorsed  the  check.  True,  he 
had  committed  fraud  and  the  transaction  was  voidable 
but  had  anyone  else  endorsed  the  check  it  would  have 
been  a  forgery.  The  only  person  in  the  present  case  who 
could  endorse  or  had  authority  to  endorse  and  who  the 
government  intended  should  endorse  was  the  person  who 
filed  the  return  and  did  endorse. 

None  of  the  cases  cited  by  appellant  in  its  brief  be- 
ginning on  page  19  and  ending  on  page  20  involved  the 
impostor  doctrine.  They  involve  fictitious  payees  under  the 
bearer  paper  rule.  Only  two  cases  mentioned  the  impostor 
rule:  Commonwealth  v.  Globe  Indeinnity,  323  Pa.  26, 
185  Atl.  796  (1936)  and  McCornack  v.  Central  State 
Bank,  203  Iowa  833,  211  N.  W.  542  (1926),  and  they 
both  point  out  that  if  a  particular  person  is  intended  and 
designated  as  payee,  it  is  immaterial  to  the  drawer  by  what 
name  he  is  called,  he  may  endorse  and  payment  to  him  will 
be  good.  The  facts  of  the  Commonwealth  case  are  not  at 
all  analogous  to  the  case  at  bar. 

The  Clearfield  Trust  Co.  v.  United  States,  318  U.  S. 
363  (1943)  case  is  not  an  impostor  case  and  the  rule  is 
not  discussed. 

It  should  perhaps  be  stated  in  passing  that  counsel  for 
appellant  on  more  than  one  occasion  in  his  brief,  states 
that  the  swindlers  in  the  present  case  obtained  the  checks 
from  the  mail  by  means  not  shown.  Appellee  cannot  agree 
with  this  statement.  The  stipulation  of  facts  shows  how 
they  were  obtained  [R.  16]. 
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B.     The  Policy  of  the  National  Metropolitan  Bank  Case  Is 
Not  Applicable  to  the  Case  at  Bar. 

On  page  22  of  appellant's  brief  under  the  heading  "B. 
The  PoHcy  of  the  National  Metropolitan  Bank  Case  has 
Application  to  the  Facts  of  the  Present  Case,"  the  appel- 
lant makes  the  statement  that  "Strong  considerations  of 
policy  support  the  almost  universal  rule,  which  was  fol- 
lowed by  the  Supreme  Court  in  the  National  Metropolitan 
Bank  Case,  that  the  drawer  owes  no  duty  to  protect  one 
who  voluntarily  cashes  a  check  against  a  forgery  of 
the  payee's  signature  and  consequently  the  one  cashing 
the  check  will  not  be  relieved  of  his  guaranty  of  prior 
endorsements  on  the  sole  ground  that  the  check  was 
fraudulently  procured  from  the  drawer  by  the  forger." 

The  appellant  then  on  page  23  cites  Clearfield  Trust  Co. 
V.  United  States,  318  U.  S.  363,  370  (1943)  for  the 
proposition  that  if  the  payee's  endorsement  is  forged  and 
loss  occurs,  it  is  the  "neglect  or  error"  of  the  cashing  or 
collecting  bank  in  "accepting  the  forger's  signature  which 
occasions  the  loss,"  unless  the  drawer's  lack  of  precaution 
has  made  it  impossible  as  a  practical  matter  for  the  bank 
to  discover  the  forgery. 

Appellee  has  no  argument  with  appellant  concerning 
what  the  policy  is  or  should  be  where  admittedly  there  is 
a  forgery  and  the  endorsement  is  guaranteed.  However, 
what  appellant  in  effect  is  attempting  to  argue  is  that  the 
same  policy  should  be  applied  in  determining  whether  or 
not  there  is  a  forgery  as  is  applied  when  there  is  an  ad- 
mitted forgery.     This  simply  begs  the  question. 

Where  it  is  an  admitted  forgery,  no  title  passes  to  a 
transferee  and  one  who  guarantees  such  an  endorsement 
has  breached  his  contract  of  guaranty  which  gives  rise 
to  the  cause  of  action.     Whether  or  not  there  may  have 
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been  an  initial  fraud  in  the  procurement  and  issuance  of 
the  instrument  would  in  no  way  change  the  result  if  there 
is  an  admitted  forgery.  But  the  policy  which  permits 
recovery  where  there  is  an  admitted  forgery  cannot  be 
used  or  applied  to  determine  the  very  question  in  issue 
as  to  whether  or  not  there  is  a  forgery. 

That  the  policy  of  the  National  Metropolitan  Bank  case 
should  not  be  applied  to  the  facts  of  the  case  at  bar  is 
amply  illustrated  in  the  United  States  v.  Continental  Am- 
erican  Bank  and  Trust  Co.  case,  supra,  a  case  on  all  fours 
with  the  case  at  bar,  wherein  the  court  pointed  out  that 
all  the  bank's  guaranty  is  that  the  person  to  whom  the 
check  was  issued  has  endorsed  it,  but  not  that  the  check 
was  honestly  procured  from  the  drawer.  The  banks,  by 
their  guaranty,  do  not  have  the  burden  of  correcting  a 
mistake  or  detecting  a  fraud  committed. 

To  argue  that  the  same  policy  which  gives  relief  in  the 
case  of  an  admitted  forged  endorsement  should  be  applied 
to  determine  whether  or  not  there  is  a  forgery  is  akin 
to  arguing  that  the  measure  of  damages  which  is  applied 
in  a  negligence  case  should  be  used  to  determine  whether 
or  not  there  is  negligence. 

Appellant  argiies  that  one  who  pays  money  out  on  a 
check  is  not  concerned  with  the  circumstances  of  its  issu- 
ance which  are  not  known  to  him,  nor  with  what  precau- 
tion against  forgery  the  drawer  may  have  taken  before 
or  after  executing  the  check.  That  is  a  fair  statement 
and  in  accord  with  the  opinion  in  the  United  States  v. 
Continental  American  Bank  and  Trust  Co.  case  that  the 
bank  by  guaranteeing  the  endorsement  does  not  warrant 
that  the  check  was  not  fraudulently  procured.  But  the 
appellant  nevertheless  conversely  argues  in  effect  that 
if  the  check  is  fraudulently  procured  that  ipso  facto  that 
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makes  the  endorsement  a  forgery  and,  therefore,  the  bank 
is  Hable  on  its  guaranty.  There  is  no  logic  whatsoever 
to  such  reasoning. 

Though  appellant  does  not  say  so  in  so  many  words,  its 
entire  argument,  pages  22  to  27,  boils  down  to  nothing 
more  or  less  than  an  attempt  to  argue  that  where  govern- 
ment checks  are  concerned,  there  is  no  such  thing  as  the 
"Impostor  Rule." 

Investigation  has  revealed  that  in  the  case  of  the 
United  States  v.  Continental  American  Bank  and  Trust 
Co.,  supra,  in  which  certiorari  was  denied  in  338  U.  S. 
870  (1949),  the  Government's  brief,  in  support  of  its 
petition  for  certiorari  under  the  heading  "Questions  Pre- 
sented," appears  the  following,  "3.  Whether  the  so-called 
Tmpostor  Rule'  can  apply  at  all  to  a  check  issued  by  the 
United  States."  The  Government  relied  heavily  on  the 
National  Metropolitan  Bank  case  and  on  the  United  States 
V.  National  Exchange  Bank  of  Providence,  214  U.  S.  302 
(1909)  case  and  under  the  heading  of  "Reasons  for 
Granting  Writ  of  Certiorari"  argued  that  (a)  the  court 
refused  to  follow  the  controlling  decisions  of  the  Supreme 
Court  in  the  National  Metropolitan  Bank  and  the  Ex- 
change Bank  of  Providence  cases;  (b)  that  the  so-called 
impostor  rule  has  no  application  in  the  case  of  Govern- 
ment checks.  Thus,  the  Supreme  Court  had  before  it  the 
question  of  whether  the  decision  of  the  Court  of  Appeals 
in  the  Continental  American  Bank  and  Trust  Co.  case 
was  contrary  to  the  National  Metropolitan  case  and  also 
the  question  of  whether  or  not  the  court  should  limit  the 
impostor  rule  application  so  that  it  did  not  apply  to  Gov- 
ernment checks.  There  was  thus  presented  to  the  Su- 
preme Court  in  the  petition  for  certiorari  in  the  National 
Metropolitan  Bank  case,  the  same  argument  as  presented 
herein  by  appellant  and  certiorari  was  denied. 
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In  the  Continental  Bank  and  Trust  Co.  case,  a  woman 
whose  true  name  was  Bertha  Smith  but  using  the  name 
of  Beulah  Mitchell  Gibbs,  who  was  the  widow  of  Ben 
Gibbs,  Jr.,  a  deceased  veteran,  and  pretending  to  be 
Beulah  Mitchell  Gibbs,  by  application  sent  through  the 
mail  to  the  Veteran's  Administration,  secured  Veteran's 
Administration  allowances  to  her  as  the  widow.  The 
Veteran's  Administration  sent  to  her  through  the  mail 
checks  made  out  to  Beulah  Mitchell  Gibbs  as  payee.  Upon 
receipt  of  these  checks,  Bertha  Smith  endorsed  the  name 
of  Beulah  Mitchell  Gibbs  on  the  checks  and  cashed  same 
at  the  defendant  bank,  which  bank  then  placed  its  own 
endorsement  thereon  with  the  additional  notation  "prior 
endorsements  guaranteed"  and  collected  on  the  checks 
from  the  United  States.  It  will  thus  be  seen  from  an 
examination  of  the  facts  that  in  all  essential  elements,  the 
case  is  identical  to  the  case  at  bar  and  certiorari  was  denied. 
As  a  matter  of  fact,  the  case  at  bar  presents  an  even 
stronger  case  for  the  application  of  the  impostor  doctrine 
as  it  could  very  well  have  been  argued  in  the  Continental 
Bank  case  that  the  Government  intended  that  the  checks 
should  be  endorsed  by  "Beulah  Mitchell  Gibbs,  widow  of 
Ben  Gibbs,  Jr.,"  in  which  case  only  the  true  Beulah  Mit- 
chell Gibbs  could  have  endorsed.  In  the  case  at  bar,  the 
appellant  does  not  even  have  that  to  support  its  case. 

The  case  of  United  States  v.  First  National  Bank  of 
Albuquerque,  131  F.  2d  984  (C.  A.  10,  1942)  is  a  case 
similar  in  facts  to  the  case  at  bar  and  in  which  case  it 
was  held  that  the  impostor  rule  applied.  Petition  for 
certiorari  was  denied  in  318  U.  S.  774  (1943).  The 
Court  of  Appeals  at  page  987  said: 

"It  must  be  conceded  however  that  when  the  United 
States  becomes  a  party  to  commercial  paper,  it  im- 
pliedly consents  to  be  bound  by  the  same  rules  gov- 
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erning  private  persons  under  the  same  circumstances. 
Cooke  V.  United  States,  91  U.  S.  389,  23  L.  Ed.  237; 
United  States  v.  National  Exchange  Bank  of  Balti- 
more, 270  U.  S.  527,  46  S.  Ct.  388,  70  L.  Ed.  717; 
Lynch  v.  United  States,  292  U.  S.  571,  579,  54  S. 
Ct.  840,  78  L.  Ed.  1434;  United  States  v.  Guaranty 
Trust  Company,  293  U.  S.  340,  350,  55  S.  Ct.  221, 
79  L.  Ed.  415,  95  A.  L.  R.  651;  United  States  v. 
First  National  Bank  of  Prague,  10  Cir.,  124  F.  2d 
484.  Whatever  label  we  give  the  rule,  whether  Fed- 
eral or  state  law,  it  derives  its  substance  from  the 
law  merchant,  and  since  New  Mexico  has  not  spoken 
on  the  question,  we  are  at  liberty  to  assume  that  its 
courts  as  well  as  the  Federal  law,  will  follow  the  uni- 
form law  governing  commercial  transactions.  To 
that  extent,  we  shall  fashion  the  rule  from  the  'ma- 
terials at  hand.'  " 

The  court  went  on  at  page  987  to  say,  quoting  from  its 

prior  decision  in  the  case  of  United  States  v.  First  National 

Bank  of  Prague,  UA-  F.  2d  484  (C.  A.  10,  1941) : 

"  'With  few  exceptions,  it  is  held  that  the  drawer 
of  a  check,  bill  of  exchange,  or  other  negotiable  in- 
strument cannot  recover  from  an  intermediary  bank 
on  its  endorsement,  or  from  the  payee  bank  upon  its 
payment,  where  the  check,  bill,  or  other  instrument 
is  drawn  and  delivered  to  an  impostor  under  the  mis- 
taken belief  on  the  part  of  the  drawer  that  he  is  the 
person  whose  name  he  has  assumed  and  to  whose 
order  the  check,  bill,  or  other  instrument  is  made 
payable,  and  the  intermediary  bank  acquires  it  from 
the  impostor  upon  his  endorsement  thereon  of  the 
name  of  the  payee,  or  the  payee  bank  pays  it  upon 
such  endorsement,  as  the  case  may  be.  Although  not 
in  full  accord  in  respect  of  the  reasons  for  their  con- 
clusion, most  courts  hold  that  while  the  drawer  acts 
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in  the  mistaken  belief  that  the  person  with  whom 
he  deals  either  in  person  or  by  correspondence  is  the 
person  whose  name  he  has  assumed  and  pretends  to 
be,  still  it  is  the  intent  of  the  drawer  to  make  the 
check,  bill,  or  other  instrument  payable  to  the  iden- 
tical person  with  whom  he  deals  and  therefore  to 
be  paid  on  his  endorsement;  and  that  accordingly 
payment  to  him  or  his  endorsee  merely  affectuates 
the  intent  of  the  drawer.'  " 

In  the  Government's  brief  in  the  First  National  Bank 
of  Prague  case,  in  support  of  its  petition  for  certiorari, 
the  Government's  question  was  whether  or  not  the  im- 
postor rule  applied  to  prevent  recovery  by  the  United 
States.  As  stated  before,  the  petition  for  certiorari  was 
denied.  Thus,  on  two  occasions;  one  before  the  National 
Metropolitan  case  and  one  subsequent,  there  has  been 
presented  to  the  Supreme  Court  the  points  argued  for  by 
appellant  herein  and  in  both  instances  certiorari  was 
denied. 

11. 
The  Impostor  Rule  Is  Applicable  to  the  Present  Facts. 

In  support  of  appellee's  argument  herein  that  the  im- 
postor rule  is  applicable  to  the  facts  of  the  present  case, 
appellee  believes  that  it  is  appropriate  at  this  point  to 
summarize  briefly  the  facts  as  set  forth  in  the  Stipulation 
of  Facts  [R.  14-17].  On  the  date  set  forth  in  Paragraph 
I  of  the  Stipulation  of  Facts,  seven  checks  were  issued  by 
the  Treasurer  of  the  United  States  in  the  names  of  the 
payees  as  set  forth  in  the  stipulation.  Prior  to  the  issu- 
ance of  the  checks,  one  or  more  persons,  whose  identity 
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is  unknown,  filed  income  tax  returns  in  the  names  in  which 
the  aforementioned  checks  were  issued,  showing  overpay- 
ment of  income  tax.  Upon  receipt  of  said  returns,  with- 
out first  ascertaining  whether  the  taxes  claimed  to  have 
been  paid  to  appellant  had  been  paid  and  relying  on  the 
returns  which  were  false  and  fraudulent,  appellant  issued 
the  seven  checks  hereinbefore  referred  to.  Appellant  then 
mailed  the  seven  respective  checks  to  the  respective  payees 
in  the  names  of  the  payees  as  shown  on  the  returns  and 
to  the  addressees  shown  on  the  returns.  Each  check  was 
endorsed  by  the  same  person  who  signed  the  return  in  the 
name  signed  on  the  return  for  which  the  check  was  issued. 
Each  check  was  subsequently  endorsed  to  appellee,  en- 
dorsed by  appellee  "All  prior  endorsements  guaranteed." 

Stated  generally,  the  impostor  rule  is  that  where  the 
drawer  delivers  a  negotiable  instrument  to  an  impostor  as 
payee,  supposing  that  the  impostor  is  the  person  he  has 
falsely  represented  himself  to  be,  the  impostor's  endorse- 
ment is  regarded  as  a  genuine  endorsement,  not  a  for- 
gery, as  to  subsequent  holders  in  good  faith.  {Security- 
First  National  Bank  of  Los  Angeles  v.  United  States, 
103  F.  2d  188  (C.  A.  9,  1939);  Atlantic  National  Bank 
of  Jacksonville  v.  United  States,  250  F.  2d  114  (C.  A.  5, 
1957).)  The  fact  that  negotiations  are  by  mail  rather 
than  by  person  does  not  change  the  result.  There  is  no 
distinction  made  between  the  efifect  to  be  given  an  im- 
personation by  mail  and  one  in  person.  (See  Security- 
First  National  Bank  of  Los  Angeles  v.  United  States, 
103  F.  2d  188  (C.  A.  9,  1939)  ;  United  States  v.  Contin- 
ental American  Bank  and  Trust  Co.,  175  F.  2d  271  (C.  A., 
5,  1949) ;  Britton  on  Bills  and  Notes  (1943),  pp.  715-725.) 
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A.     United  States  v.  Continental  American  Bank  and  Trust 
Co.  and  Related  Cases  Are  Controlling. 

The  basis  for  the  impostor  rule  is  that  the  intent  of  the 
drawer  was  carried  out;  i.e.,  the  person  who  the  drawer 
intended  should  endorse  the  check  did  endorse.  (Security- 
First  National  Bank  of  Los  Angeles  v.  United  States, 
supra;  United  States  v.  First  National  Bank  of  Prague, 
supra;  United  States  v.  First  National  Bank  of  Albuquer- 
que, supra.) 

The  facts  herein  present  the  classic  situation  for  the 
application  of  the  impostor  rule: 

1.  Fraud  practiced  on  the  drawer  by  an  impostor  which 
induces  the  drawer  to  deal  with  same. 

2.  Such  dealing  is  consummated  by  the  issuance  and 
delivery  of  a  check  by  the  drawer. 

3.  The  check  is  issued  to  the  impostor  in  his  assumed 
name. 

4.  It  was  intended  that  the  impostor  receive  the  check 
and  did  receive  same. 

5.  It  is  intended  that  he  endorse  the  check  and  did  en- 
dorse same. 

Appellant  in  Foot  Note  No.  15,  page  28  of  brief  makes 
the  statement  that  the  Supreme  Court  has  never  examined 
the  impostor  rule.  Appellee  does  not  believe  that  this  is 
an  accurate  statement.  There  may  be  no  Supreme  Court 
decision  on  the  impostor  rule ;  however,  the  Supreme  Court 
has  certainly  examined  the  rule. 

It  is  pointed  out  herein,  supra,  that  in  two  cases.  United 
States  V.  Continental  American  Bank  and  Trust  Co.,  175 
F.  2d  271  (C.  A.  5,  1949)  and  United  States  v.  First 
National  Bank  of  Albuquerque,  131  F.  2d  984  (C.  A.  10, 
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1942),  the  impostor  rule  was  the  issue  involved.  In  both 
cases  the  Government  petitioned  for  certiorari  and  in  both 
cases,  it  was  denied.  (338  U.  S.  870  (1949)  ;  318  U.  S. 
774  (1943)  respectively.)  We  certainly  may  assume  that 
the  Supreme  Court,  before  denying  certiorari,  examined 
the  impostor  rule  as  it  was  applied  in  both  cases.  We 
may  further  assume  that  in  denying  certiorari  in  both 
cases,  the  Supreme  Court  at  least  tacitly  approved  both 
decisions  of  the  Court  of  Appeals. 

The  United  States  v.  Continental  American  Bank  and 
Trust  Co.  case,  as  pointed  out  supra  herein,  is  indistin- 
guishable in  its  essentials  from  the  case  at  bar  and  as 
certiorari  was  denied  in  that  case,  subsequent  to  the 
National  Metropolitan  Bank  v.  United  States  case,  the 
Continental  American  Bank  and  Trust  Co.  case  is  the 
leading  authority  for  appellee's  argument  that  the  im- 
postor rule  is  applicable  to  the  facts  of  the  case  at  bar 
and  also  that  the  National  Metropolitan  Bank  case  has  no 
application  to  the  facts  of  the  case  at  bar,  either  in  prin- 
ciple or  fact. 

It  is  further  submitted  that  Security-First  National 
Bank  of  Los  Angeles  v.  United  States,  103  F.  2d  188 
(C.  A.  9,  1939),  supra;  United  States  v.  First  National 
Bank  of  Prague,  124  F.  2d  484  (C.  A.  10,  1941) ;  United 
States  V.  First  National  Bank  of  Albuquerque,  131  F. 
2d  985  (C.  A.  10,  1942;  and  Atlantic  National  Bank  of 
Jacksonville  v.  United  States,  250  F.  2d  114  (C.  A.  5, 
1957),  are  all  authority,  both  in  fact  and  principle,  that 
the  case  at  bar  presents  the  classic  situation  for  the  im- 
postor rule  and  that  the  decision  of  the  trial  court  herein 
was  correct. 
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B.     The  Doctrine  of  Actual  Intent  Is  the  Correct  Basis  for 
Application  of  the  Impostor  Rule. 

As  pointed  out  siipra  herein,  the  basis  for  the  applica- 
tion of  the  impostor  rule  is  that  the  bank  in  paying  the 
check  has  carried  out  the  drawer's  intent.  (United  States 
V.  First  National  Bank  of  Prague,  124  F.  2d  484  (C.  A. 
10,  1951);  Security-First  National  Bank  of  Los  Angeles 
V.  United  States,  103  F.  2d  188  (C.  A.  9,  1939);  United 
States  V.  First  National  Bank  of  Albuquerque,  131  F.  2d 
985  (C.  A.  10,  1942)  ;  Land  Title  and  Trust  Co.  v.  North- 
western National  Bank,  196  Pa.  230,  46  Atl.  420  (1900)  ; 
Britton  Bills  and  Notes   (1943),  p.  724.) 

There  can  be  no  question  but  that  a  drawer  in  Issuing 
a  check  in  a  certain  name  intends  that  some  physical  being 
endorse  the  check,  he  had  some  physical  being  in  mind, 
not  just  a  name,  unless  he  intended  that  the  payee  be  a 
fictitious  or  non-existing  person  in  which  case  it  is  bearer 
paper  and  needs  no  endorsement. 

Appellant  argues  (B.  2)?>)  that  there  is  no  need  to  look 
beyond  the  face  of  the  instrument  for  the  purpose  of 
ascertaining  the  drawer's  intent.  That  this  is  absolutely 
an  unworkable  test  may  be  pointed  out  by  example.  Let 
us  assume  that  a  check  is  made  payable  to  "John  Smith." 
Assume  there  are  several  John  Smiths.  Then  any  John 
Smith  who  came  into  possession  of  the  check  could  en- 
dorse and  the  endorsement  would  not  be  a  forgery  be- 
cause, according  to  appellant's  argument,  we  must  look 
at  the  face  of  the  instrument  only  and  it  is  not  necessary 
to  ascertain  which  John  Smith  was  intended  or  in  the 
mind  of  the  drawer  when  he  drew  the  check.  In  other 
words,  as  we  should  not  look  beyond  the  instrument,  ac- 
cording to  appellant,  then  the  drawer  must  have  intended 
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the  check  to  be  payable  to  a  name  only,  not  any  particular 
physical  person.    Appellee  can  find  no  logic  in  such  a  test. 

Appellant  points  out  (B.  32)  that  Judge  Rives  in  his 
dissent  in  the  Atlantic  National  Bank  case,  asserted  that 
the  impostor  rule  "introduces  confusion  requiring  the 
ascertainment  of  a  non-existent  intent."  (250  F.  2d  120.) 
We  respectfully  submit  that  this  is  an  unrealistic  approach. 
There  must  of  necessity  exist  an  intent  in  the  issuance 
of  every  check,  otherwise  it  would  not  have  been  issued. 
Again,  for  example,  let  us  assume  that  a  person  is  doing 
business  under  a  fictitious  name.  Suppose  a  return  is  filed 
by  that  person  in  the  fictitious  name  showing  an  over- 
payment and  a  refund  due.  Assume  further  that  there 
actually  is  an  overpayment  and  a  refund  due.  The  Gov- 
ernment issues  a  check  for  the  amount  of  the  refund  in 
the  fictitious  name  and  it  is  endorsed  by  the  person  en- 
titled to  the  refund  in  the  fictitious  name.  If  we  follow 
appellant's  argument  that  we  look  to  the  face  of  the  in- 
strument only,  then  the  endorsement  would  be  a  forgery 
but  there  can  be  no  question  but  in  the  example  that  the 
physical  person  who  endorsed  was  the  one  intended  by 
the  Government  to  endorse,  although  he  did  not  endorse 
in  his  true  name.  In  other  words,  the  drawer  is  not  in- 
terested in  a  name  but  in  a  particular  physical  person. 
(Comnwnzuealth  V.  Globe  Indemnity,  323  Pa.  261,  185  Atl. 
796  (1936)  :  McComack  v.  Central  State  Bank,  203  Iowa 
833,  211  N.  W.  542  (1926).)  The  only  difference  between 
the  example  and  the  case  at  bar  is  that  in  the  example,  the 
payee  was  using  a  fictitious  name  for  a  legitimate  reason 
or  purpose  and  in  the  case  at  bar,  he  was  using  it  for  a 
fraudulent  purpose.  Actually,  all  the  appellant's  argument 
amounts  to  in  attempting  to  reject  the  actual  intent  doctrine 
is  that  because  it  was  defrauded,  the  endorsement  was  a 
forgery,  whereas  if  there  had  not  been  a  fraud  in  the 
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issuance  of  the  check,  it  would  not  be  a  forgery.  In 
other  words,  the  appellant,  in  effect,  says  liability  depends 
on  whether  or  not  there  was  fraud  which  induced  the 
issuance  of  the  check.  The  banks,  in  guaranteeing  prior 
endorsements,  do  not  warrant  or  guaranty  that  the  check 
was  not  fraudulently  issued.  (United  States  v.  Con- 
tinental American  Bank  and  Trust  Co.,  175  F.  2d  271 
(C.  A.  5,  1949).) 

The  foregoing  examples,  we  believe,  clearly  demonstrate 
that  actual  intent  is  the  true  basis  for  the  impostor 
doctrine.  In  the  case  at  bar,  the  Government  in  issuing 
the  checks  was  not  at  all  concerned  with  the  names.  It  was 
only  interested  in  sending  a  refund  to  the  physical  person 
filing  the  return  and  who  it  thought  was  entitled  to  a 
refund.  It  intended  that  the  check  be  payable  to  the 
physical  person  filing  the  return,  not  just  to  a  name. 
Otherwise,  if  it  only  intended  a  name,  then  any  person 
with  that  name  could  endorse.  Obviously,  that  is  not 
what  the  Government  intended. 

Appellant  cites  cases  in  which  the  impostor  rule  has 
been  applied  and  in  which  cases  under  the  factual  situation 
existent,  either  the  cashing  party  had  actual  knowledge  of 
the  drawer-impostor  dealings  or  cases  in  which  the  im- 
postor would  have  been  identified  as  the  payee,  even  if 
reasonable  inquiry  had  been  made.  However,  a  reading  of 
those  cases  discloses  that  such  a  factual  situation  is  not  a 
condition  to  the  application  of  the  rule.  The  various  deci- 
sions state  what  the  impostor  rule  is  and  do  not  condition 
its  application  upon  the  existence  of  the  facts  mentioned. 
They  are  practically  unanimous  in  simply  stating  that  the 
rule  is  based  on  the  intent  of  the  drawer  and  that  he 
intended  the  impostor  endorse  the  check. 
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Conclusion. 

It  is  respectfully  submitted  that  the  decision  of  the 
trial  court  was  correct  and  that  the  judgment  should  be 
affirmed. 

Respectfully  submitted, 

Samuel  B.  Stewart, 

Hugo  A.  Steinmeyer,  and 

Geo.  L.  Beckwith, 

Attorneys    for    Appellee    Bank    of    AniericU 
National  Trust  atid  Savings  Association. 


